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WASH NGTON, D. C.

Joint Application of

AVERI CAN AIRLINES, INC. and
EXECUTI VE Al RLINES, INC., FLAGSH P
AIRLINES, INC., SIMVONS AlRLINES,
INC., and WNGS WEST Al RLINES, |NC
(d/b/a AMERI CAN EAGLE) :
and : 0ST-95-
CANADI AN Al RLI NES | NTERNATI ONAL LTD.
and ONTARI O EXPRESS LTD. and TIME AIR
INC. (d/b/a CANADI AN REG ONAL) and
| NTER- CANADI AN (1991) | NC.

under 49 USC 41308 and 41309 for approval
of and antitrust imunity for conmmerci al
al l'iance agreenent

JO NT APPLI CATION OF AMERI CAN AIRLINES, INC. et al.
AND CANADI AN Al RLI NES INTERNATIONAL LTD. et al. FOR APPROVAL
OF AND ANTI TRUST IMVUNITY FOR COWERCI AL ALLI ANCE AGREEMENT

[ NTRODUCTI ON_AND BACKGROUND

Arerican Airlines, Inc. and its regional affiliates
Executive Airlines, Inc., Flagship Arlines, Inc., Simmons
Airlines, Inc., and Wngs Wst Airlines, Inc. (d/b/a Anerican
Eagl e) and Canadian Airlines International Ltd. and its region-
al affiliates Ontario Express Ltd. and Time Air Inc. (d/b/a
Canadi an Regional) and Inter-Canadian (1991) Inc. hereby apply,
under 49 USC 41308 and 41309, for approval of and antitrust
immunity for the attached Commercial Alliance Agreement (Exhib-
it JA-1).




The Conmercial Alliance Agreenent creates a |ega
framewor k whi ch, subject to negotiation and execution of a
definitive operating agreement consistent with this franework,
will allow Arerican and its regional affiliates and Canadi an
and its regional affiliates, while retaining their separate
corporate and national identities, jointly to cooperate to the
extent necessary to create a seamless air transport system
The resulting global alliance will be pro-competitive and pro-
consuner, and will bring to the nmarketplace significant service
and pricing benefits through the substantial expansion of on-
line services that will be nmade possible by linking the net-
wor ks of the respective applicants.

The Joint Applicants seek to establish the sane kind
of multi-hub network that American and other U.S. carriers have
successfully created in the domestic U 'S. narketplace, and that
has proven to be beneficial to U S. consumers. The proposed
network will be simlar to the network already created by Kim
and Northwest and that has been i munized by the Departnent,
and the one proposed by Delta and Swi ssair, Sabena, and Austri-
an Airlines as to which approval and antitrust immunity are
pending in Docket OST-95-618. Antitrust inmunity is necessary
to achieve the full benefits of the proposed American/Canadian

network because, as a practical matter, the carriers will not




i mpl ement their Commercial Alliance Agreenent without such
I muni ty.

The Commercial Aliance Agreement is fully consistent
with, and a natural devel opment foreseen in, the recently
issued United States International Air Transportation Policy:

"To nmeet demand and to inprove their efficiency,
many carriers are devel oping international hub-
and- spoke systens that permt them to conbine
traffic flows from many routes (the 'spokes') at
a central point (the 'hub') and transport them
to another point either directly or through a
hub in another region. Just as US. carriers
devel oped hub-and-spoke systens to tap the broad
traffic pool in the domestic nmarket and to pro-
vide the nost cost-efficient service for hun-
dreds of comunities that could not support
direct service, international air carriers are
devel opi ng worl d-w de hub-and-spoke systens to
tap the substantial pool of international city-
pairs. Internationally, an even larger portion
of traffic noving over hub-and-spoke systens
wll require the use of at |east tw hubs (e.q.,
a hub in both the U S. and Europe for a passen-
ger noving froman interior U S point to a

poi nt be¥ond t he European hub). his increases
the conplexity and interdependence of the conpo-
nents of the systens (both the spokes and hubs)
and the inportance of multinational traffic
rights to the success of the systen" (60 Fed.
Reg. 21841, 21842, May 3, 1995).

As Secretary Pena observed when he issued the final
Policy Statenent,

"Al though [point-to-point] operations continue
to be inportant conponents of international air
transport, major changes have occurred during
the past few years that are challenging tradi-
tional notions of these services. Airlines are
becomi ng increasingly global. Route networks
are now being linked in alliances consisting of
carriers fromdifferent nations, with interna-



tional hub-and-spoke networks that offer passen-

gers on-line service to cities around the world"

(Statenent of Secretary pena, April 25, 1995).

Approval of and imunity for the American/ Canadi an
Commercial Alliance Agreenent wll produce substantial public
benefits. The proposed alliance will create network synergies
by (1) linking the U S. and Canadian hubs of the alliance part-
ners, (2) producing cost efficiencies and savings through
integration and coordination which can be passed on to consum
ers in the formof |ower fares and inproved service, and (3)

i ncreasing conpetition in the U S -Canada and other interna-
tional markets. As the GAO Report on airline alliances has
not ed,

"In the long run, consumers could pay |ower

fares, according to many U S. and foreign air-

line representatives, as (1) airlines in alli-

ances integrate further and achieve cost effi-

ciencies that could be passed on to the consuner

and (2) conpetition increases anong alliances

and between alliances and other airlines" (GAO

Report to Congress, International Aviation,

April 1995, pp. 44-45).

In order to gain these benefits, the Joint Applicants
have decided to forman alliance, because |legal and other
obstacles preclude the fornmation of integrated route systens
either individually or through a merger. The Joint Applicants
have not been able individually to develop and expand an
integrated network of U S. -Canada services on a cost-efficient

basis because of bilateral obstacles and the enornmous financia




burden required to set up meani ngful transborder hubs. In
addition, prohibitions agai nst cabotage prevent foreign air-
lines from operating service between the U S. and Canada.
Moreover, U.S. and Canadian |aws concerning nationality and
ownership effectively preclude nergers of airlines of different
nations, although there is little question that such a nerger
woul d pass nuster under the U S. antitrust laws. A nerger of
the applicants would largely be end-to-end and woul d have
little effect on horizontal conpetition.

The conprehensive comrercial cooperation envisioned
by the Conmercial Alliance Agreenent requires the applicants to
reach an agreenent that will expose themto the risk that their
coordinated activities could be challenged on antitrust
grounds. Although the arrangenent proposed by the carriers
woul d be pro-conpetitive and produce efficiencies, the appli-
cants are not willing to inplenment the Commercial Alliance
Agreement unless they are shielded from such attacks. As noted
in the GAO Report, "the key benefit of immunity...is the
protection from legal challenge by other airlines," thereby
allowing the carriers "to nore closely integrate their opera-
tions and marketing than they otherwise would for fear of |ega
reprisal" (p. 30).

In the absence of immnity, it is virtually inpossi-

ble to engage in the close |evels of collaboration and coordi-




nation that is necessary to integrate the carriers' respective
networks into an effective nmulti-hub U S -Canada alliance.
Wthout antitrust imunity, the carriers must confine their
cooperative marketing relationship to the current l[imted code-
sharing and simlar arrangenents on certain routes where the
carriers essentially share aircraft space but continue to be
mar ket place rivals. The current code-sharing arrangements
between Anmerican and Canadian and their regional affiliates
represent only a small portion of the carriers' total services.
Wiile the existing code-sharing arrangenent has been
beneficial both to the Joint Applicants and to their customers,
w thout closer collaboration the carriers are unable to devel op
the efficiencies and achieve the narket expansion benefits that
woul d be available through the proposed Commrercial Alliance
Agreenent. Under the current regine, joint sales on commonly-
served routes are precluded and, in the absence of the ability
to negotiate revenue divisions, the carriers lack the financia
incentive to interconnect their networks by coordinating
schedules in order to direct connecting traffic to code-sharing
flights. As the GAO Report pointed out, "[w]ithout inmmunity,
airlines that are significant conpetitors cannot discuss
pricing issues and nust devel op prorate agreenents in 'arm's
l ength' negotiations to divide revenues, a cunbersonme process

when thousands of city-pairs are involved" (p. 29).



As the Joint Applicants demonstrate bel ow, approval
of the Commercial Alliance Agreenent coupled with antitrust
immunity would be consistent with the statutory standards since
such approval and inmmnity would not be adverse to the public
interest and woul d enhance competition. Furthernore, the grant
of antitrust immunity is required by the public interest since
it is necessary to enable the parties to proceed with the pro-
posed pro-conpetitive transaction.

Anerican, as the US. partner to the proposed alli-
ance, submts that the grant of antitrust inmmunity wll advance
U.S. international aviation policy objectives. Approval will
accelerate liberalization of the international narketplace,
thus achieving an inportant goal of the Department's Open Skies
initiative. The U S. Open Skies initiative is bringing sone
pressure on other countries for multilateral |iberalization.
Wiile the Qpen Skies initiative represents a forward-thinking
approach to liberalizing international narkets, open skies
bil ateral agreements with smaller countries will not be suffi-
cient to encourage the larger and restrictive aviation reginmes
to eschew their protectionist policies. Actual conpetitive
pressure in the marketplace -- such as would be nmade possible
by the alliance proposed here -- wll change aeropolitical
policy. Approval of the proposed Conmercial Alliance Agreemnent

coupled wth antitrust immunity wll generate econom c and



conpetitive pressures that will create real marketplace incen-
tives that are essential to foster and accel erate neani ngfu
reform  Anerican believes that antitrust inmunity is a power-
ful, strategic negotiating tool to encourage foreign govern-

ments to elimnate restrictions on U S. airlines. See GAO

Report, p. 54.
As Secretary Pena has stated,

"Some carriers engaged inalliances with foreign
airlines have raised the possibility of seeking
antitrust imunity from the Department of Trans-
portation, asserting that such inmunity is im
ortant, if not essential, to maximzing the
enefits of integrated alliances. M Departnent
Is actively considering this question of anti-
trust immunity. \Were the overall net effect of
a particular transaction for which immunity is
sought is proconpetitive and proconsuner, there
may be inportant benefits to be gained from
granting immunity in appropriate cases. The
exi stence of an 'open skies' environment, and
the elimnation of other conpetitive restric-
tions, would be key factors 1n any consideration
of a request for immunity" (Statenent of Secre-
tary Pena before the Senate Commerce Committee
on Commerce, Science, and Transportation, July
11, 1995, pp. 13-14).

This application nmeets the Secretary's expressed objectives.

In addition, approval of the Commercial Alliance
Agreenent and the grant of antitrust immunity is warranted by
foreign policy considerations and is consistent with the newy
l'iberalized Air Transport Agreenent between the United States
and Canada. |n KLM/Northwest, Order 93-1-11, the Departnent

concl uded that approval of the KLM/Northwest integration



agreement with antitrust immunity was consistent with the
spirit of the U S. -Netherlands Air Transport Agreenent.

I ndeed, even though there was no specific provision in the
Net herl ands MOU requiring approval, the Departnent determ ned
t hat "the Net herlands woul d consider a denial of inmunity
contrary to the OQpen Skies initiative, unless we had a strong
basis for a refusal to grant antitrust immunity" (Oder 93-1-
11, p. 12). As the GAO Report stated,

"In approvi ng the Northwest/KLM application for

antitrust imunity, DOT enphasized that the

grant of such inmmunity was consistent with the

open skies accord. DOT also inplied a favorable

treatment of future applications by other U S.

and foreign airlines 1n exchange for |ibera

avi ati on accords" (p. 52).

The liberalized agreenent with Canada provides the
sane conpelling basis for grant of inmmunity as the Netherlands
agreenent, because the Canada agreenent creates a franework for
carriers to participate in the globalization of air services.
Canada could view a denial of this Joint Application as con-
trary to the spirit of the new U. S.-Canada agreenent.

During the negotiations leading to the U S -Canada
l'i beralized accord, Canadian negotiators sought U. S. agreenent
that requests for immunity would be given favorable consider-
ation. The U S, negotiators responded that antitrust inmunity
was unnecessary because there was little antitrust risk from

cooperative conduct by airlines of the U S and Canada. The



- 10 -

U. S. negotiators cited the Departnent's decision in KLM/

Northwest, Order 93-1-11, which found antitrust risk to arise

only from cooperation on city-pairs where both carriers operat-
ed aircraft (such as Mnneapolis/St. Paul-Amsterdan) and new
entry was unlikely. Thus, the final U S. -Canada Agreenent is
prem sed on these explanations. Refusing to grant imunity to
a proposed alliance which will also operate in overlapping
city-pairs and which offers at least the public benefits
brought about by the KLM/Northwest venture could be viewed as
antithetical to the U S position in its negotiations wth
Canada.

Uniform fair, and consistent application of regula-
tory policy requires the Departnent to accord simlar antitrust
immunity to the Joint Applicants to avoid a double standard.

It would be contrary to public policy for the Department to
perpetuate a two-class system under which only one alliance
(KLM/Northwest) i s accorded uni que antitrust treatnent not
avail able to other alliances involving carriers from countries
with liberal agreements. There are no significant commercial
conpetitive, or aeropolitical distinctions between the instant
Commercial Alliance Agreenment and the KLM/Northwest agreenent
(or the proposed Delta/Swissair/Sabena/Austrian agreenents
pending in Docket OST-95-618) that would justify denial of

antitrust immnity here.
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The Anerican/ Canadian Commercial Alliance Agreenent
is pro-conpetitive. Approval of the Commercial Alliance
Agreenent and the grant of antitrust immunity is consistent
with existing law, policy, and precedent, and is necessary to
give full effect to the liberalized U S.-Canada Air Transport
Agr eenent .

1. THE ANER NADI AN AL ALLIA AGREENMENT

The Joint Applicants propose to expand their existing
cooperative marketing relationship, which has involved code-
sharing arrangements on a limted nunmber of routes, by entering
into a Commercial Alliance Agreenent. The purpose of the
Comrercial Alliance Agreenment is to establish a contractua
framework for the future conprehensive collaboration and
coordination by the carriers in a proposed alliance. |If the
Commrercial Alliance Agreement is approved and antitrust inmmuni-
ty is granted, the applicants will then proceed to negotiate
and concl ude operating accords that will provide for specific
coordination/integration undertakings wth respect to schedul -
ing marketing, pricing, planning, joint services, and related
matters. The Joint Applicants have not yet made such agree-
ments because, in the absence of immunity, such arrangenments

m ght subject the carriers to the risk of an antitrust |awsuit.
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The Commercial Alliance Agreenment submtted herewith
establishes a general framework for subsequent definitive
agreements that will permt coordination in the follow ng key

ar eas.

1. Passenser Program. In order to achieve a conpre-

hensi ve gl obal narketing and sales program of air transport-
ation on American and Canadian, the parties will proceed to
negotiate one or nore agreenents in the follow ng areas:

a. Servi ce St andards. The creation of nechanisns to

pronul gate, admnister, and enforce the levels of quality and
service standards and to ensure that the cooperative service
products are viewed asseamless and transparent to custoners.
In this regard, passengers booked and ticketed on the coopera-
tive services of the parties will receive the sameservice and
amenities, both on the ground and in-flight, as the parties'
own on-line passengers.

b. Operating Conmittees. The establishnent of one

or nore operational commttees to oversee joint project devel-
opment, budgets, directions, and other cooperative activities.

C. Service Contracts. The use of service contracts

between the parties and standard service contracts with third
parties to avoid redundancy and to ensure that the delivery of
services is consistent with the joint products and joint

identifies of the parties.
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d. Schedul e Coordination. The coordination of

schedul es, third party marketing, network planning, and infor-
mation systens to naximze sales possibilities by connecting
services between the Anerican and Canadi an systens.

e. New Mrkets., The entry of either carrier into

new markets, as regulatory requirements permt, in order to
expand the conbined presence of Anerican and Canadi an through-
out transportation narkets worldw de.

f. Passenser Pricing and | nventory Stratesv. The

pricing strategy and the fares to be charged and inventory
managenment, including systenms, by each air carrier with respect
to all passenger program products, including whol esal e net
fares, corporate discount prograns, and airline prorates.

g. Sales Personnel. A conbination of Anerican and

Canadi an sal es personnel, including a comon staff, who woul d
be authorized to represent both Anerican and Canadi an, indepen-
dently and jointly, in marketing their products to customners
and travel agents for sales of the services offered by both
carriers. The joint marketing program nay be structured as a
alliance of Anerican and Canadi an selling a seamn ess, on-line-

quality joint product or set of products.
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h. Conm ssion Coordination. The establishnment of

uni fied comm ssion prograns, including agency, group, corpo-
rate, and override comm ssions prograns to be agreed upon from
time to time by the parties.

i. Travel Agent Contracts. The devel opnment and use

of standard form contracts for sales to travel agencies,
general sales agents, corporations, organizations, and individ-
ual s.

j. Advertising and Media Prosrams. The establish-

ment of advertising and nmedia programs that jointly pronote
American and Canadian as a seanless, worldwi de transportation
system consistent with applicable regulations concerning the
advertising of code-share services.

k. Ancillary Prosrans. The establishnment of ancil-

lary prograns, including, without Iimtation, travel packages,
coordination of facilities, information systens, or nail
service to enhance the product marketed by the parties.

1. Fr equent Flyer Progqram Coordi nation. The coordi -

nation of frequent flyer and simlar prograns, including
el ements thereof pertaining to mleage accrual and redenption
rates, frequent flyer upgrades, and pronotional prograns.

m  Revenue Allocation. The establishnent of agree-

ments and procedures for the allocation of revenues on specific

routes.
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n. Partner | ncentives. The establishnment of 1ncen-

tives to ensure that each carrier is fully conmtted to the
success of the cooperative service products.

o. Mrketins and Accountins Information. The joint

use of nmarketing and accounting data, and information systens
available to the parties, consistent with and subject to al
applicable Iaws and agreenents governing each party.

p. Joint ldentity. The devel opment of a joint

identity for their code-share product(s) through jointly

devel oped service logos, synbols or names, that would maintain
the identity marks of the individual carriers consistent with
the requirenents of 14 CFR 399.82, and which will describe or
identify the services, products, or prograns of either or both
carriers, whether or not previously registered as trademarks in
the United States, Canada, or any other country.

g. Resolution of Disputes. The assignment of

specific personnel from both carriers, at various levels, wth
authority to resolve disputes or waive conditions.

2. Cargo Proaram In addition to the passenger

program the cooperative marketing operations of the parties
will include joint cargo sales and marketing. The terms of the
cargo program will include those elements on which the parties
mutual ly agree including, without limtation, elements equiva-

lent to those in the passenger program and the marketing of
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both carriers' air transportation of cargo through cooperative,
joint marketing, and operations prograns.

3. Fully Integrated Marketins Force. The parties

wi Il expand the passenger program and the cargo program so as
to ultinmately provide a fully integrated marketing force

t hroughout the world to aggressively sell and nmarket the
products and services of American and Canadi an both indepen-
dently and jointly. Any expansion of these progranms wll be
subject to nmutual witten consent of American and Canadi an

4, Prior Consent of the Parties Required. Al

aspects of commercial cooperation will be subject to the prior
review and witten approval of both American and Canadi an
Each party will at all times retain and exercise its own
managerial control and decision-making authority in regard to
any decision by it to engage in any aspect of their proposed
commer ci al cooperation

The foregoing areas of coordination will allow the
carriers to generate significant efficiencies and provide a
broad array of enhanced on-line services. The Departnent's
study on code-sharing and other cooperative arrangenents
hi ghlighted the benefits that can be garnered through antitrust
I muni ty:

"The strongest type of airline alliance can be

formed when two airlines are granted antitrust

imunity. The granting of antitrust exenption
permts carriers involved in international alli-
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ances to discuss and jointly decide on fare

| evel s and the capacity deployed.... The result
Is that both airlines can aggressively market
service in every city-pair market they serve.

"Antitrust immnity is a powerful business too
in permtting carriers that exist as separate
corporate entities to act as one business firm
Absent the legal ability to nerge, antitrust
immunity may yield many of the benefits of merg-
er while avoiding prohibitions against interna-
tional ownership.

"Antitrust innunity allows alliance partners to
share revenue equally, assuring that both carri-
ers can capture the benefits of the alliance"
(Study of International Airline Code-Sharing,
Prepared for the Ofice of the Secretary of
Transportation, Decenber 9, 1994, p. 9).

1. THE COMMERCI AL ALLI ANCE AGREEMENT SHOULD BE APPROVED
UNDER 49 USC 41309 AND ANTI TRUST | MMUNITY SHOULD BE
CRANTED UNDER 49 USC 41308

A Gant O The Joint Application WIIl Provide
| nportant Public Benefits That WII| Not
Qherw se Be Possible

The Commercial A liance Agreement will allow Amrerican
and Canadian to create a multi-hub network of services between
the U S. and Canada, simlar to the successful multi-hub
networks operated in the domestic U S. nmarketplace. The u.s.-
Canada market is the world' s largest and nost conpetitive
international air transportation market. The nost efficient
and conpetitive way to build a U S. -Canada systemis to estab-
l'ish hubs on both sides of the border to generate and enhance

network-to-network traffic flows.
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American and other U S. carriers have denonstrated
that, through coordination of multiple hubs, many nore cities
can be served, with greater frequency, via on-line connections
than woul d be the case with no hub or with only single hub
systens. To maxim ze conpetition between the U S. and Canada,
carriers nust have the ability to flowtraffic over hub-and-
spoke systens in both the United States and Canada. It is
economcally, politically, and legally inpracticable for
American and its regional affiliates to develop and build their
own Canada-based multi-hub network, and |ikew se for Canadian
and its regional affiliates to develop their own hub networks
in the United States.

The Departnment has recognized the difficulties faced
by carriers in developing their own global networks of direct
service, noting that there are substantial "obstacles" that
prevent U.S. carriers from developing their own global systens
of direct service. These obstacles include (1) the lack of
"substantial access not only to key hub cities overseas, but
al so through and beyond them to nunmerous other cities, nostly
in third countries"; (2) the lack of "access to a |arge nunber
of gates and takeoff/landing slots, frequently at some of the
worl d's nost congested airports”; (3) the lack of "considerable
financial resources [necessary] to establish and sustain

comercially successful overseas hub systems"; and (4) "the
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[in]Jability to obtain infrastructure and establish market
presence in a new region quickly" (DOT Policy Statement, 60
Fed. Reg. 21842).

The proposed Anerican/ Canadian alliance neets a
specific pro-conpetitive need to bal ance the market power held
by Air Canada. Air Canada dom nates both the market wthin
Canada -- with a 58 percent share of schedul ed domestic reve-
nues -- and the transborder narket -- with a 25 percent share
of transborder frequencies (see Exhibit JA-2). Canadian, based
in western Canada, operates only 4.9 percent of the weekly
transborder frequencies provided by the airlines of the US
and Canada -- one-fifth the number operated by Ar Canada, and
far fewer than United, Delta, Northwest, or uUsair. The only
way in which Canadian can conpete effectively against Ar
Canada and the strong U S. carriers serving transborder markets
is to take advantage of the conbined traffic flows generated by
the Anerican/Canadian alliance, and thereby offer on-line
conpetitive service to nore passengers. Wthout immunity,
whi ch would permt Anerican and Canadian to cooperate fully and
take advantage of their conbined synergies, Canadian wll
remain at a substantial conpetitive disadvantage against Ar
Canada and its growi ng cooperative relationship with United and

Conti nent al .
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There is no reason why KLM and Northwest shoul d have
the unique ability, anong all the airlines serving the United
States, to operate under an antitrust exenption -- an exenption
that allows the two carriers to coordinate marketing plans,
services, prices, and route strategy and to integrate facili-
ties and personnel to produce economc benefits to both carri-
ers. It is not surprising that Northwest's President has
stated that antitrust immunity is one of his conpany's nost
val uabl e "strategic assets, "™ benefiting its bottomline to the

tune of tens of millions of dollars a year. Aviation Daily,

August 9, 1994, p. 226. In fact, the KLM/Northwest alliance
increased traffic over Northwest's flights by about 200,000
passengers in 1994. GAO Report, p. 27. The conbined market
share of KLM and Northwest increased from 7 percent before the
alliance to 11.5 percent in 1994. GAO Report, p. 30. The
antitrust inmmunized alliance infused up to $175 million in
added revenues to Northwest in 1994 al one, one-third of
Northwest's total transatlantic passenger revenues. GAO
Report, p. 28. KLM earned $100 million in added revenues,
equal to 18 percent of its transatlantic passenger revenues.
Id. GAO found that "[t]he alliance's success is due to the
broad scope of the code-sharing network and the degree of
integration the airlines have achieved," whi ch was nade possi -

ble by antitrust inmmnity. GAO Report, pp. 28-29.
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The proposed Anerican/ Canadian Commercial Alliance
Agreenent is fully consistent with the Department's policy to
encourage and facilitate the globalization and cross-networking
of air transportation. As Secretary Pena stated when he
unveiled the U S. International Aviation Policy Statenent,
"[tlhe process of globalization -- a phenonenon we have seen in
t el ecommuni cations, banking and many other industries -- is now
wel | underway in the world s airline industry" (Remarks of
Secretary pena, Novenber 1, 1994, at the 50th Anniversary
Commenor ation of the Chicago Convention, p. 4). The Secretary
further noted that "the United States believes that globaliza-
tion wll bring vast benefits for all nations and air carriers
that enbrace and adapt to it," and that the new Internationa
Policy Statenment "places the power of the United States CGovern-
ment firmy behind the nmovenment to...increased internationa
traffic and the growh of global networks." 1d4., pp. 3, 6.
See al so Statenent of Secretary Pena before the Senate Commerce
Conmmittee on July 11, 1995: "our policy statenent recognizes
that the trend towards globalization of air services through
ef ficiency-enhancing networks and alliances is here to stay,
and that this devel opnment offers great public benefits for all
nations."

Secretary Pena correctly observed that globalization

necessarily involves the |inkage of hub networks:



"The U S. airline industry's experience under
donestic dere%ulation has clearly shown the
airlines of the world the need to build effi-
cient networks to deliver better service and
nmore access to markets of all sizes. Now, the
hub- and- spoke networks that already exist on
different continents can be linked to permt
more efficient service to hundreds of new inter-
national nmarkets -- narkets that are not large
enough by thenselves to support direct air ser-
vice" (Remarks of Secretary Pena at 50th Anni -
versary Commrenoration of i cago Convention, p
4).

He noted that the "ability to effectively flow passenger
traffic between [U.S. carriers'] own and others' networks

..enable[s] carriers to provide much inproved, nore conpeti -
tive services to mllions nore travelers and shippers every
year." Id.

The final U S. International Aviation Policy State-
ment issued in April 1995 reflects U S. Governnent policy to
support efficiency-enhancing global alliances such as the one
proposed here. The follow ng excerpts fromthe Policy State-
ment express the inportance to the public interest of intercon-
necting international hub networks:

"The rapid growth of demand for international

air service and the wider dispersion of traffic

in city-pair markets are primary factors influ-

encing the devel opnent of the air service indus-

try. Carriers are increasingly flndln% t hat

they cannot remain profitable unless they can

respond to this changed demand. To conpete

effectively, carriers today must have unre-

stricted access to as many markets and passen-
gers as possible.
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"To neet demand and to inprove their efficiency,
many carriers are devel opi ng international hub-
and- spoke systems that permt them to conbine
traffic flows from many routes gthe 'spokes') at
a central point (the 'hub') and transport them
to another point either directly or through a
hub in another region. Just as US. carriers
devel oped hub-and-spoke systens to tap the broad
traffic pool in the domestic narket and to pro-
vide the nost cost-efficient service for hun-
dreds of communities that could not support
direct service, international air carriers are
devel opi ng worl d-wi de hub-and-spoke systenms to
tap the substantial pool of international city-
pairs. Internationally, an even larger portion
of traffic noving over hub-and-spoke systens
will require the use of at |east two hubs (e.q.,
a hub in both the U.S. and Europe for a passen-
ger noving froman interior U S. point to a
poi nt beyond the European hub). his increases
t he conPIexity and interdependence of the conpo-
nents of the systen1&both t he spokes and hubs)
and the inportance of nultinational traffic
rights to the success of the system

"As a result, carriers wishing to establish

gl obal networks require a higher quality and
quantity of supporting route authoritY than they
have sought in the past. Airlines will become
increasin%Iy concerned with every narket that
enables them to flow passengers over any part of
their systemnetwork. These airlines wll be

| ooking for broad, flexible authority to operate
begond and behind hub points, in addition to the
hub-to- hub narket between two countries.

* * *

"In short, as indicated by our donmestic experi-
ence, a variety of service forns -- global net-
works with carriers participating either as the
sole provider or as participant In a joint net-
work, and regional niche carriers -- can exist
in the international aviation market, and the
conpetition anong these services wll enhance
consumer benefits through efficient operations
and low fares. Thus, our international aviation
strategy should provide opportunities for all of




these forms of service so that we realize the

benefits from naxi num conpetition among them"

(DOT Policy Statenent, 60 Fed. Reg. 21842,

21843).

Thus, U S. international aviation policy encourages
and supports the alliance proposed in this Joint Application
which will create "a new network-building technique: [a]
cross-border marketing alliance that link[s] traffic flows
bet ween est abl i shed hub-and- spoke systens in key cities.® DOT
Policy Statement, 60 Fed. Reg. 21842. By allowing the Joint
Applicants to establish a pro-conpetitive global alliance
linking their respective U S. and Canadi an networks, the
Commercial Alliance Agreement is consistent with and wll
advance the Departnment's U.S. international aviation policy.

Wen the Departnent approved and immunized the
KLM Nort hwest conbination, it anticipated that the grant of
antitrust immunity would not only encourage, but necessitate
the devel opment of other simlar alliances:

"we | ook to our Open Skies Accord with the Neth-

erlands and our approval and grant of antitrust

imunity to the [Northwest/KLM] Agreenent to
encourage other... countries to liberalize their
aviation services so that conparable opportuni-
ties may beconme available to other U S. carri-

ers" (Order 92-11-27, p. 14).

That invitation has been accepted by Canada, which
has entered into a greatly liberalized aviation agreenent wth
the United States. The Joint Applicants now stand ready to

make use of the conpetitive opportunities under this new
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agreement, which can only be fully realized by the grant of
this application.

Furthernore, as discussed below, approval of the
Joint Application will be consistent with established Depart-
ment precedent as set forth in the orders approving and grant-
ing antitrust immunity for the commercial cooperation and
integration agreenent between KLM and Northwest. The Commer-
cial Alliance Agreenent here is simlar in scope to the
KLM/Northwest agreenent. The Departnent concluded in Oders
92-11-27 and 93-1-11 that the KLM Northwest agreenment woul d be
pro-conpetitive and woul d produce efficiencies, and that "the
grant of inmmunity should pronote conpetition by furthering our
efforts to obtain less restrictive aviation agreenents wth
other... countries" (Order 93-1-11, pp. 11-12). The sane
conclusion applies with equal force to the Commercial Alliance
Agreenent here. Conversely, the denial of antitrust immunity
woul d prevent consummation of the Commercial Alliance Agree-
ment, and thereby deny the public the substantial benefits
ot herw se obtai nabl e.

Uniform consistent, and fair application of regula-
tory policy requires the Departnent to accord the same |ega
authority to the Joint Applicants (i.e., antitrust immunity) as
accorded to KLM/Northwest to allow themto conpete on a |evel

playing field with that alliance in the global marketplace.
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This woul d be consistent with the new U S. International Policy
Statement to "ensure that conpetition is fair and the playing
field is level" (60 Fed. Reg. 21844). The Departnent should
not perpetuate a two-class system where only one alliance
enj oys unique antitrust treatment not available to other
alliances involving carriers from countries with liberalized
regi nes.

B. Foreign Policy Considerations Support Approval

And Gant O Antitrust Immunity To The Anerican/
Canadi an Commercial Alliance Asreenent

| n KLM/Northwest, t he Departnent concl uded that "the
public interest requires antitrust immunity for foreign policy
reasons, particularly our bilateral relationship with the
Net herlands." Order 93-1-11, p. 12. Even though the Depart-
ment stated that "the [U S. -Netherlands] Accord by its terns
does not nmandate a grant of antitrust immunity in this case,"
the Department found that "denial of antitrust imunity would
contravene the spirit of the Accord and be counterproductive to
the United States' relations with the Netherlands.... W
believe that the Netherlands woul d consider a denial of inmmuni-

ty to be contrary to the Qpen Skies Initiative, unless we had a
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strong basis for a refusal to grant antitrust imunity." Id.!

Nor eover,

the Departnent found that:

"(W)]e woul d expect that our willingness to take
such action [granting antitrust immunity] m ght
wel | encourage other countries to seek |ibera
aviation arrangements with the United

States... so that conparable opportunities may
becone available to other U S. carriers" (Oder
92-11-27, pp. 12, 14).

The GAO Report correctly observed that the Depart-

ment's approval of KIMNorthwest antitrust immunity "inplied a

favorable treatment of future applications by other U 'S and

1 See also Oder 92-11-27, p. 17, in which the Departnment

st at ed:

"We recogni ze that the accord between the United
States and the Netherlands does not expressly
require us to grant a request for approval and
antitrust immunity of an agreenent on integrat-
ing the services of a US. carrier and a Dutch
carrier. However, we have found that the
Agreenent is Iikeli to benefit the traveling
public in many narkets and is unlikely to reduce
significantly conpetition in any market, except
perhaps for the two markets served by the
applicants under their current blocked-space
arrangenent. Since the Agreenment overall should
benefit the public, it would be contrary to the
spirit of the accord with the Netherlands to

di sapprove it (or to prevent its consummation by
denying antitrust imunity). W believe that
the Netherlands would consider it to be incon-
sistent with the Open Skies spirit if we denied
the applicants' request, unless we had sub-
stantial grounds for taking such action (e.q.,
because the proposal would substantially re

duce conpetition in several markets w thout any
of fsetting benefits)."
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foreign airlines in exchange for |iberal aviation accords" (p
52).

Agai nst this precedential backdrop, the Covernnent of
Canada entered into a landmark |iberalized agreement with the
United States. In the preanble to their new Air Transport
Agreenent, the two Governnents recognized "the inportance of
efficient air services for trade, tourism and investnent
flows, ™ and expressed their desire "to conclude an agreenent
for the purpose of pronoting transborder commercial air ser-
vices to the fullest possible extent;...to pronmote a |ibera
international aviation system...[and] to pronote fair and

equal opportunities for airlines to conpete in the marketplace

with mnimm government regulation." As Secretary Pena has
stated, the new agreenent is "a huge breakthrough -- even in
global terms.... [I]t has freed up the largest single bilater-

al aviation market in the world, Wwith nmore than 13 mllion
cross-border passengers a year.... W confidently expect to
see dramatic growth in airline service and travel options that
wi Il benefit travelers and airlines in both nations." See
Speech Before the International Aviation Cub, Washington
D.C., March 7, 1995.

The Secretary's stated expectations for U. S. -Canada
air service are anply borne out by the facts. Wthin nine

nmont hs of conpletion of the new bilateral, transborder service
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increased by nearly 60 percent, from 1,904 to 3,040 weekly
roundtrip frequencies (see Exhibit JA-3). Both the size of
this market and its dramatic growh far outpace to the experi-
ence following the amended U.S.-Netherlands bilateral. One
year after the U S -Netherlands bilateral was amended, service
increased only 23 percent, from90 to 111 weekly round trip
frequencies. It is evident that the benefits of the |iberal-
i zed Canadian bilateral greatly exceed the public and foreign
policy benefits of the U S.-Netherlands agreement. Neverthe-
less, realization of the full benefits of the Canadian bilater-
al will fall far short without immunity to allow the Joint
Applicants to form an alliance that can conpete effectively in
U. S. -Canada transborder nmarkets and in the global marketplace.
The Joint Applicants submt that disapproval of the
Commercial Alliance Agreenent or the prevention of its consum
mation by w thholding immunity would contravene the spirit and
intent of the liberalized U S. -Canada Air Transport Agreenent,
as well as the basic tenets of the North Anerican Free Trade
Agreenment to "elimnate barriers to trade in, and facilitate
the cross-border novenent of, goods and services between the
territories of the Parties. ..[and] pronote conditions of fair
conpetition in the free trade area."™ NAFTA, Article 102,
Section |.(a),(b). Such action would be inconsistent with the

U S. CGovernnent's conmmtment to open skies and free and fair
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international conpetition, and to the Department's prom se of
"conparabl e opportunities" in exchange for open skies. Just as
the Departnment found that Section 1102(a) of the Federa
Aviation Act (now 49 USC 40105(b)) required approval of the
KLM/Northwest al |l iance based on the spirit of the U S.-Nether-
| ands accord, for the sane reasons it would be contrary to the
spirit of the North Arerica Free Trade Agreenent, the |iberal-
I zed aviation agreement with Canada, and the expectations of
the Canadian Governnent for the Departnent to disapprove the
pro-conpetitive Comrercial Alliance Agreement at issue here, or
to prevent its consummation by denying antitrust immnity
absent overwhel mng reasons to the contrary.

C The Statute And The Departnent's Well-Established

Precedents Support Approval O The American/ Canadi an
Commercial Alliance Agreenent

The statute provides that the Department "shall
approve an agreenent... when the Secretary finds it is not
adverse to the public interest and is not in violation of this
part," 49 USC 41309(b). The Department is required to disap-
prove an agreenent that "substantially reduces or elimnates
competition" unless the Departnent finds that the agreenent
satisfies a nore rigorous public interest standard, i.e., that
the agreenent is "necessary to neet a serious transportation
need or to achieve inportant public benefits (including

international comty and foreign policy considerations)," and
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"the transportati on need cannot be nmet or those benefits cannot
be achieved by reasonably available alternatives that are
materially less anticonpetitive, 11 49 USC 41309(b)(1)(A), (B).
The Anerican/ Canadi an Commercial Alliance Agreenent
will further US. foreign policy objectives and enhance conpe-
tition, and will not have the effect of substantially reducing
or elimnating conpetition. Consequently, the Conmercial
Al liance Agreement fully meets the public interest test in 49
USC 41309(b).

1. The Proposed Alliance WII| Not Substantially
Reduce O Elimnate Conpetition On Any Route

The Departnment has in the past exam ned both the
U. S -foreign country market and overlapping city-pairs in
determning the conpetitive effect of a proposed transaction.
As we show below, the Anerican/Canadian alliance wll not
substantially reduce or elimnate conpetition between the
United States and Canada, or on any overlapping city-pair
route.

a. United States-Canada

The effects of the proposed Commercial Alliance
Agreenment in the U S. -Canada narket will be substantially |ess
anticonpetitive than the effects the Departnent found wth
respect to the U S -Netherlands market when it approved the
KLM Nort hwest conbination in 1993. In that proceeding, the

Departnent determned that there would be no adverse competi-
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tive effects in the country-to-country narkets despite the
creation of a dom nant narket share:

"In the United States-Netherlands market, KLM

and Northwest will have a dom nant market share.

KLM, after all, is the major scheduled carrier

in the Netherlands. Nonethel ess, we do not

believe that the proposed integration wll en-

able the applicants to charge supra-conpetitive

prices or to reduce service below conpetitive

| evel s.

"Even if a nerger creates a firmw th a dom nant

mar ket share, the merger would not substantially

reduce conpetition if other firms have the abil-

ity to enter the market within a reasonable tine

if the merged firms charged supra-conpetitive

prices. Despite the dom nant position of KLMin

the U S.-Netherlands narket, we see no barriers

to entry by other carriers in that market" (O -

der 92-11-27, p. 15).

By contrast, Canadian is not the "major schedul ed
carrier” in Canada but rather faces strong conpetition fromAir
Canada whi ch dom nates both domestic Canada and transborder
routes. Thus, the present application affords the Departnent
the unique opportunity to provide the pro-consuner benefits of
seam ess code-sharing, and to bolster conpetition by strength-
ening the rival of a domnant foreign carrier.

The proposed transaction will not harm conpetition in
the U S.-Canada market which, with 32 carriers offering nonstop
service, is less concentrated than any other country-to-country
market in the world. In addition, there are a host of conve-

nient one-stop on-line connecting services provided by carriers
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of both countries over nunerous gateways on both sides of the
border (see Exhibit JA-4).

The proposed alliance will not significantly increase
concentration in the country-to-country market because of
Canadian's snall share of transborder frequencies. In the
transborder market, Canadian, at 5.4 percent, is a fraction of
the size of Alr Canada, which has a commandi ng 25 percent share
(see Exhibit JA-2). Mreover, wth the exception of Ar
Canada' s domi nance, the transborder narket is otherw se marked
by healthy conpetition, with the next 10 largest carriers
capturing market shares ranging from 8.6 percent to 4.0 per-
cent.

Wil e the conbination of the nmarket shares for Ameri-
can and Canadi an woul d increase concentration slightly, this
does not raise significant conpetitive concerns. Taken togeth-
er, American and Canadian w |l have 14 percent of the total
transborder frequencies, a distant second behind Air Canada.
Thus, the principal effect of the alliance is to reshuffle the
rankings, not to increase overall concentration.

Calculating the HH |ndex nunbers shows that the
transborder market is "sonmewhat concentrated," with a pre-
alliance index of 1,000 (see Exhibit JA-5). However, 616
points of that index are attributable to the dom nant position

of a single carrier, Air Canada. Mreover, the post-alliance
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concentration index is 1,093, representing an increase of only
93 points. Under Justice Department guidelines, if this were a
merger, it would not likely be challenged since the post-nerger
HH is substantially less than 1,800, and the transaction
increases the HH by less than 100 points. Further, the
proposed alliance will strengthen Canadian, allowing it to
conpete nore effectively with Air Canada, wthout harm ng
conpetition through increased concentration

In addition to strong conpetition from Air Canada,
any potential for market power wll be mtigated by the oppor-
tunity for new entry, just as the Departnent found in the case
of KIMNorthwest. The U.S.-Canada Air Transport Agreenent
permts unrestricted entry into any transborder route for
carriers of Canada. Simlarly, US carriers in effect have
open access to serve every city in Canada, with the exception
of Toronto, which is addressed in the city-to-city discussion
below.? Thus, country-to-country conpetition will be anply
preserved by existing actual conpetition as well as the poten-

tial for new entry.

2 The agreenent set tenporary limts on U S. carrier access
to Vancouver and Montreal tor a period of two years, and to
Toronto for a period of three years. As a practical matter, the
restrictions at Vancouver and Mntreal are not preventing U S
carriers fromentry, since there are sufficient opportunities to
satisfy denmand.
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As an illustration of the greater conpetition in the
U. S.-Canada nmarket conpared to other country-to-country nar-
kets, it is unlikely that American and Canadi an can expect to
operate any significant transborder segnent as a duopoly,
because of Air Canada's dom nant size and new entry opportuni-
ties. This contrasts sharply with the KLM Northwest alliance,
where the Departnent conceded the likelihood that the two
carriers would domnate the U.S. -Netherlands market and nonopo-
lize two key routes. The Departnent neverthel ess granted
imunity, relying on the theoretical potential for new entry to
overcome market power in the country-to-country market. The
facts here are far nore conpelling that the proposed Ameri-
can/ Canadian alliance will not substantially reduce conpetition
between the U.S. and Canada because Air Canada and major U.S.
carriers already vigorously conpete, and the liberal bilateral
agreenment affords anple new entry opportunities.

b. CGty-Pair Overlaps

Just as in the KLM Northwest alliance, there are two
true overlapping city-pairs in the proposed Anerican/ Canadian
alliance where both carriers operate aircraft: New York (LGA)-

Toronto and Chicago-Toronto.3 Al though the new U. S. -Canada

3 Effective Novenber 1, 1995, American has inplenented
new service from Tanpa to Toronto. Canadi an operates from St.
Petersburg to Toronto. These routes nay be viewed as addi -
tional overlapping service. However, AT Canada operates the
sane nunber of daily frequencies between Tanpa and Toronto
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Air Transport Agreenent tenporarily limts new entry by U S
carriers into Toronto, under the unique circunstances of the
Canada aviation market, this limtation makes inmunizing the
alliance a proconpetitive necessity. Rather than limting
conpetition at Toronto, the new bilateral agreement has in fact
sparked fierce conpetition which undoubtedly benefits consum
ers.

The New York (LGA)-Toronto market now has enornous
capacity with 24 daily jet frequencies, as Air Canada responded
aggressively to code-sharing by American and canadian.? In
order to nmeet Air Canada's challenge, Anerican and Canadi an
nust have a fully cooperative relationship, imunized from
antitrust risk, to offer fully conpetitive service and narket-
ing prograns. CQherwise, they will not be able to offset Air
Canada's overwhel m ng narket power which would only become nore
entrenched during the bilateral agreenment's phase-in period.

Chi cago-Toronto is now served a total of 18 tinmes per
day by four carriers: Air Canada, United, Canadian, and
Anerican. Air Canada and United have announced their intention

to code-share in this city-pair, conmbining Air Canada's narket

(two) as the conbined frequencies of Anerican and Canadian in
the two city-pairs, Tanmpa-Toronto and St. Petersburg-Toronto

_ 4 This does not include the additional six daily frequen-
cies that Air Canada operates between Newark and Toronto.
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power at Toronto with United's hub strength at Chicago. The
Department approved such code-sharing by Oder 95-10-27

Cctober 17, 1995. Again, the only plausible conpetitive offset
during the phase-in period is a fully cooperative joint venture
of Anerican and Canadian, imunized fromthe risk of antitrust
exposure.

Thus, the proposed Anerican/ Canadi an alliance is pro-
conpetitive, because it establishes the sole realistic alterna-
tive to Alr Canada's dom nance in the New York (LGA)-Toronto
and Chi cago-Toronto city-pair markets. Further, the Aneri-
can/ Canadi an overl apping city-pairs have none of the
anticonpetitive potential of the overlapping city-pairs in the
KLM/Northwest al liance. |In granting antitrust immunity to KLM
and Northwest, the Departnment recognized that they m ght
exerci se market power in the Detroit-Anrsterdam and M nneapolis/
St. Paul - Amst erdam markets w thout attracting new entry.
| ndeed, the Department said that "[w]e doubt that any ot her
carrier would be particularly interested in providing nonstop
servi ce between Ansterdam and either Detroit or M nneapolis/St
Paul if the applicants charged supra-conpetitive prices, since
no carrier besides Northwest has a hub at either U S. gateway"
(Order 92-11-27, p. 16). In contrast, Anerican and Canadi an
face fierce conpetition with the stronger Air Canada in the New

York (LGA)-Toronto city-pair and with the recently approved
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code-sharing conbination of Alr Canada and United in the
Chi cago- Toronto city-pair.

Exhibit JA-6 shows the alternative transborder
services currently available in conpetition with the proposed
alliance's gateways, including the two overlapping city-pairs.
This denonstrates that there are anple conpetitive alternatives
for consumers, and that the proposed Commercial Alliance
Agreenent will not significantly increase concentration on any
route. Further, the key city-pairs have seen substantia
Increases in service since the new Air Transport Agreenent
entered into force last February. In both cases, there is
direct conpetition from alternative nonstop services that natch
the conbined frequency of American and Canadi an.

O the two overlapping U S gateways served by the
alliance carriers, only one, Chicago, is a hub for American.
Chicago is also a hub for United which, because of its slot
advant age, operates substantially nore service than Anerican.
At the other gateway, New York (LGA), there are a host of other
carriers providing nonstop service to Canada (see Exhibit Ja-
6). Wth respect to both Chicago and New York, there is
substantial new capacity to transborder destinations. Direct
price discipline will be forced on the proposed Anmerican/
Canadi an alliance by alternative nonstop service, resulting in

far greater conpetition than the indirect price discipline from
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| ess conveni ent one-stop and connecting services in the
KLM Nort hwest overlapping city-pair markets.

Wth respect to behind-Chicago/ New York passengers
there are a substantial nunber of conpetitive gateways in the
U. S. and Canada over which passengers can and do connect for
transborder service, in addition to alternative conpetitive
service through the identical gateways (see Exhibit JA-6).

Thus, the Department's conclusion in XLM/Northwest applies even
more strongly here: "the fares and service offered [by] them
shoul d continue to be disciplined by the connecting services
offered by the applicants' conpetitors" (Oder 92-11-27, p.

16) .

The Department would undermne the potential effi-
ciency benefits of the proposed Commercial Aliance Agreenent
if it excluded or limted antitrust immunity with respect to
the two overlapping markets. The overlapping city-pairs serve
as bridges to link the carriers' respective networks. It would
be inpossible to carve out the bridges fromthe immunity given
the interdependence of the bridges to the network-to-network

system. | n KLM/Northwest, the Departnent considered and

rejected carving out the overlapping city-pairs fromthe
antitrust relief it granted, concluding that "such an excl usion
woul d be inpracticable, given the applicants' stated intent to

integrate all of their operations and the dependence of their
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services in those markets on the flow of connecting traffic"”
(Order 92-11-27, p. 16). Nor would it be workable to confine
the antitrust immunity only to the overlapping city-pairs:
"[gliven the interrelations between [the overl apping] routes
and the rest of the applicants' systens, it would not be
feasible to confine the immunity to matters involving the
[over | appi ng] routes"™ (Order 93-1-11, p. 13).

2. The Joint plication Meets The Departnment's Standards
For G ant Antitrust lnmmunity

The Departnment has the discretion to grant antitrust
inmmunity to agreenents approved under 49 USC 41309 if it finds
that the immnity is required by the public interest. The
Departnent's established policy is to grant antitrust immnity
wth respect to agreenments that are found not substantially to
reduce or elimnate conpetition, if the Departnent concludes
that antitrust immunity is required in the public interest and
the parties will not proceed with the transaction absent anti-
trust immunity. Oder 92-11-27, p. 18; Oder 93-1-11, p. 11.

a. Gant O Antitrust Immunity I's Required In The
Public Interest

The  Commercial Al liance Agreenent would allow the
carriers to capture the synergies of their respective route
networks, establish a seamess air transport system through
net wor k-t o- network combi nati ons, achieve conpetitive econom es

of scale, and enhance conpetition. These benefits would result
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in lower costs and enable the alliance carriers to serve nore
efficiently thousands of city-pairs and thus provide the public
with nore service options at less cost. Furthernore, the
Commercial Alliance Agreement would permt American and Canadi -
an to conpete nore effectively against |arger networks created
by the rival alliances forged by Air Canada with both United
and Continental .

The Anerican/ Canadi an Commercial Alliance Agreenent
is virtually identical to the KLM/Northwest Commerci al Cooper a-
tion and Integration Agreenent which was approved by DOT in
1993. That agreenent formed the basis of the KLM/Northwest
global alliance. DOT concluded that the KLM/Northwest comnbi na-
tion would be pro-conpetitive (even though there were overl ap-
ping city-pairs in which KLM and Northwest conpeted) and that
antitrust immnity woul d produce efficiencies and "should
pronote conpetition by furthering our efforts to obtain |ess
restrictive aviation agreements wi th other European countries"
(Order 93-1-11, pp. 11-12). The sanme conclusion applies wth
equal force here.

The Commercial Aliance Agreenent will allow Anerican
and Canadian to devel op mechanisns to enhance efficiencies,
reduce costs, and provide better service to the traveling and

shipping public in the followng illustrative ways:
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1. lncr Frequencies and Enhan -Lin r-
vice. The integration and coordination of the multi-hub
networks of the alliance carriers on both sides of the U.s.-
Canadi an border w |l generate greater levels of traffic sup-
port. Wth enhanced traffic flows, the alliance carriers wll
be able to expand frequencies over transborder segnents.
Furthermore, by interconnecting the nultiple hubs of the
alliance carriers, the alliance wll be able to link Anerican's
extensive domestic U S. network from 171 cities in the US
with the Canadian network. The alliance will have the poten-
tial to offer on-line service (i.e., either single-plane and/or
connecting service) to over 20,000 city-pair routes between the
United States and Canada. Such service enhancenents and
expanded on-line service options can only be acconplished on an
efficient basis through coordination and integration of sched-
ul es, conbined network planning, and the establishnment of a
conmmon financial objective.

2. Expanded Access for Anerican _and Canadian in

Behind Gateway Markets. The creation of joint services having

a common financial objective is essential to the alliance
carriers' ability to expand on-line service, particularly in
behind and beyond gateway narkets. The establishment of
service with a common financial bottom line, involving narket-

ing, sales, prices, and the allocation of revenues and earn-
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ings, cannot be acconplished without antitrust inmmunity. In

t he absence of immunity, conpetitors cannot discuss and agree
to network coordination and nust develop prorate arrangenents
in the context of "arms-length" negotiations to divide revenues
anong the transborder and behi nd/ beyond segments. Such an
arns-length process is cunbersonme and, in the absence of a
common financial objective, effectively forecloses access to
behi nd-U. S. and behind-Canada gateway cities. The GAO Report
on airline alliances concluded that *[w]ith i nmunity, Northwest
and KLM can develop fornulas to set fares in all markets and,
according to Northwest and KLM representatives, quickly enact
fare reductions to attract traffic." GAO further observed that
"[w]lithout immunity, airlines that are significant conpetitors
cannot discuss pricing issues and nust develop prorate agree-
ments in 'arm'slength’ negotiations to divide revenues, a
cunber sone process when thousands of city-pairs are involved"
(p. 29). Antitrust imunity wll permt the alliance carriers
to negotiate prorates, divide revenues, and gain access to each
ot hers' behind-gateway city-pairs.

3. Coordi nated Hubs and Transborder Seqgnents. An

i mmuni zed alliance will be able to offer a greater variety of
transborder services. The alliance will be able to coordinate
the respective hub networks and the transborder segnents of the

applicant carriers to achieve nore efficient service and
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maxi m ze service options for the traveling and shipping public.
The alliance carriers wish to coordinate their nulti-hub
networks in the sane way that Anerican currently coordinates
its domestic systemover its US. hubs. In the absence of
imunity, the carriers must independently schedule their
services to maximze their own individual positions. An
antitrust-imunized alliance arrangement will establish conmmon
econom ¢ objectives that will allow the joint applicants to
conbine their resources to a greater degree than they can today
to operate additional transborder services that would not be
economcally feasible in the absence of immunity.

In addition, coordinated scheduling will allow for a
greater variety of behind-gateway services. For exanple,
assune that American and Canadi an each serve a third country
and schedule their flights to arrive at that country at about
the same highly desirable peak hour. |f Anerican were to code-
share with Canadian for service fromthe United States to that
country, in the absence of imunity and coordinated scheduling,
American would offer two frequencies -- but it is likely that
both of them would arrive at approximately the sane tine. This
pattern would not provide a variety of different service
options for the traveling and shipping public. However, if the
carriers have the ability to coordinate their services accord-

ing to a conmmon econom ¢ objective and conbi ne the synergies of
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their respective networks, the carriers could revise and add to
their schedules to provide, for exanple, different arrival and
departure tines. The result would be a broader array of on-
line service options for both U S. and Canadian travelers. The
coordination will produce highly efficient and expanded service
by the alliance carriers. However, in the absence of antitrust
imunity, such an arrangenent mght expose the carriers to the
risk of antitrust challenge.

4. Expansion of Discount Fares Currently, each
carrier offers deep discount on-line fares that are only
available for travel on that carrier's system The common
financial objective of the alliance wll enable the alliance
carriers to expand the availability of such deep-discount fares
to additional on-line services.

5, Availability of Discount Seats on Transborder
Seaments. The common financial objective of the alliance
arrangenments will also enable the alliance airlines to provide
greater levels of discount seats than m ght otherw se be
available in the absence of the inmmunized alliance. Under
their current arnms-length code-share arrangenment, each
carrier's incentive is to maximze the return on each seat
operated. Consequently, if demand is high, neither carrier has
the incentive to release seats to its code-share conpetitor for

resale by that carrier. The conmon financi al "bottom 1line" and
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the coordinated pricing conponent of the proposed arrangenent
wll permt the alliance carriers jointly to fill seats at
price-efficient Ievels.

6. | nventory Control. The coordinated alliance can

devel op uniform and coordinated control of seat inventory to
maxi m ze managenment of capacity, thereby increasing utilization
and efficiency, and reducing costs for the benefit of the
traveling public.

7. Reduced Sal es, Marketing, and Reservations Costs.

The alliance will permt the carriers to maximze economc
efficiencies by coordinating sales, marketing, reservations,
and airport services and reducing redundant costs in those
ar eas.

a. Mre Effective Equipment Utili zation. The

alliance will permt the carriers to maximze utilization of
their aircraft. By coordinating their services, the alliance
carriers will be able to optimze the use of aircraft on routes
where demand is higher and utilize smaller equipment on thinner
rout es.

The experience to date of the KLM Northwest alliance
is highly informative and denonstrates that the immunized joint
enterprise produces substantial increased on-line service
benefits to the traveling and shipping public and sizeable

efficiencies/earnings benefits to the joint enterprise. The
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GAO Study on airline alliances observed that the substanti al
degree of integration between KLM and Northwest allowed the

| i nkage between Northwest's domestic hubs and KLM's European
hub, permtting an expanded network of on-line services between
88 US. cities served by Northwest, on the one hand, and 30
European/ M ddl e Eastern cities served by KLM on the other
hand. W calculate that the Northwest-KLM alliance has the
potential to serve over 32,000 international city-pairs. As a
consequence of enhanced on-line services, KLM passengers
traveling on Northwest's aircraft increased by 115 percent
(nearly 200,000) from 1991 to the year ended June 1994. GAO
Report, p. 27. Thus, as the GAO Report noted, "Northwest's
data indicate that for the year ended June 1994, over 353,000
passengers traveled on Northwest aircraft as part of the

al liance, conpared to 164,450 passengers traveling on connect-
ing Northwest and KLM interline flights in 1991." 1d.

The GAO Report further indicates that the alliance
allowed Northwest to add to its system 30 overseas cities that
it would not otherw se have served in the absence of the
i mmuni zed alliance (p. 28). The GAO Report pointed out that
the combi nati on produced econom c benefits for both airlines:
"We estimatethat the alliance produced between $125 mllion
and $175 mllion in added revenues for [Northwest] in 1994,"

representing "about one-third of Northwest's $455 million in
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transatlantic passenger revenues and about 5 percent of its $3
billion in total international passenger revenues in 1994" (p.
28).

The proposed coordinated activities anong the Joint
Applicants would, in the absence of antitrust imunity, expose
themto antitrust risk. Business prudence dictates that the
alliance carriers are not wlling to take the risk that the
activities pursuant to the Commrercial Alliance Agreement would
be challenged by third parties asserting such actions to be
unl awful under the antitrust laws. Consequently, the grant of
antitrust immunity for the Commercial Alliance Agreement is
absolutely essential in the public interest and necessary to
allow the parties to proceed with the proposed transaction.

b. The Joint ARFIicants WIIl Not Proceed Wth The

Conmer ci al liance Agreenment In The Absence O
Antitrust Imunitv

Under the Departnent's |ong-standing precedent,
antitrust imunity will not be granted to agreenents that would
not violate the antitrust |laws, unless the parties refuse to
i mpl ement the agreenent without immunity. See Oder 92-11-27
(KLM/Northwest). The Joint Applicants categorically state that
they will not carry out the full collaboration, coordination,
and integration contenplated by the Commercial Alliance Agree-

ment in the absence of antitrust inmmunity because of the
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substantial risk that the Joint Applicants could be subject to
costly and lengthy antitrust litigation

The Commercial Alliance Agreement contenplates joint
sal es/ marketing activities, price and capacity coordination
and schedul e coordination/integration across their entire
conbi ned networks, including the overlapping routes. The
applicants firmy believe that these arrangenents wll create
servi ce enhancenents and produce efficiencies that could not be
achieved in the absence of the Commercial Alliance Agreenent.
However, absent the grant of immnity, there is no assurance
that the alliance would not be challenged on antitrust grounds.
This very real threat of a challenge would chill the alliance
and reduce its benefits to the traveling and shipping public.
As the GAO Report notes

"[poT and DQJ] officials stated that they be-

| ieved the key benefit of inmmunity [in the

Nor t hwest - KLM case] is the protection from |ega

chal | enge by other airlines, thereby allow ng

Nort hwest and KLM to nore QIoseIK integrate

their operations and marketing than they other-

wi se would for fear of legal reprisal" (GAO

Report, p. 30).

In short, the extensive discussions and coordination
necessary to neld the Joint Applicants' networks will not occur
w thout antitrust immunity, because the applicants are not

willing to incur the risk of an antitrust challenge.
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C. The Approval O And Gant O Immunity For The
Commercial Alliance é?reenent WIl Accelerate
Ful I Liberalization The International
Mar ket pl ace

Anerican, as the US. partner in the proposed alli-
ance, points out that approval of the Commercial Alliance
Agreenent and the grant of an antitrust exenption wll acceler-
ate the U S. CGovernnent's ability to achieve liberal open skies
agreenents with other countries -- including those with cur-
rently restrictive aviation policies -- so that "conparable
opportunities" may beconme available to other U 'S carriers in
the context of a broadly liberalized international narketplace.
See Order 92-11-27, p. 14.

Real conpetitive pressure in the marketplace is
required to effect a change in restrictive aviation policies.
Approval of the Commercial Alliance Agreement coupled wth
antitrust immunity would create just such a conpetitive prod
and help establish the economc and political inperatives
necessary to encourage restrictive foreign aviation powers to
open their markets so that carriers from those countries my
al so enjoy the benefits of global service networks. As the GAO
Report pointed out, "antitrust immnity could be a powerful
incentive for governnents -- which are often seeking to benefit
one national flag carrier -- to elimnate their restrictions on

U S airlines" (p. 54).



- 51 -

The Department had hoped that the U S. Open Skies
Agreenent with the Netherlands and the KLM/Northwest Alliance
woul d "encourage other... countries to agree to liberalize their
aviation services so that conparable opportunities may becone
available to other US. carriers." Oder 92-11-27, p. 14. The
success of the KLM/Northwest alliance has encouraged Canada to
nmove toward an Open Skies accord and has precipitated the
Anerican/ Canadi an alliance. This alliance will, in turn,
increase the pressure on other governnents to break down their
protectionist walls.

V.  OTHER APPROVAL | SSUES

A CRS

Consistent with the Department's holding in KLM/
Nort hwest, the grant of antitrust immnity should al so cover
the coordination of (1) the presentation and sale of the
carriers' airline services in crss, and (2) the operations of
their respective internal reservations systens. |n the
KLM/Northwest approval, the Departnent determned that, while
the coordination of CRS activities could arguably reduce
conpetition, the conpetitive concern was not so significant as
to outweigh the justification for grant of antitrust immunity.
The same conclusion applies with equal force here. See Oder

93-1-11, p. 15.
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B. Duration O Approva

The Joint Applicants request that the Departnment
grant the requested approval and inmunity for a five-year term
consistent with the duration of approvals granted by the
Department to KLM/Northwest in Order 93-1-11 and Order 92-11-
27. As the Departnent concluded in KLM/Northwest, "a shorter
termmay not allow the full effect of the inplementation of the
Agreenent to become apparent. Furthermore, Section 414 [now 49
USC 41308] does not require us to review the inplenmentation of
the Agreement within a shorter period of time.m Oder 93-1-11,
p. 16.

V.  RESPONSE TO ADDI TI ONAL | NFORVATI ON REQUI REMENTS
LVPCSED | N DELTA PROCEEDING | N DOCKET OST-95-618

By Order 95-9-27, Septenber 25, 1995 in the Deltal/
Swi ssai r/ Sabena/ Austrian Airlines immunity proceeding, the
Departnent required the joint applicants to provide certain
additional information. In order to expedite the Departnent's
review and consideration of the Anerican/Canadian joint appli-

cation, we are submtting the followng simlar information

A Provide all American and Canadi an corporate

docunents dated within the last two yvears that address competi-

tion in the U S.-Canada narkets:

The requested docunents are being filed separately by
Anerican and Canadi an, acconpanied by a joint notion for

confidential treatnment under 14 CFR 302. 39.
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B. Provide all Anerican and Canadi an studies, sur-

veys, analyses, and reports dated within the [ast two vears

which were prepared by or for any officer(s) or director(s) (or

i ndividual (s) exercising simlar functions) for the purpose of

eval uatina or analyzing the proposed enhanced alliance with

respect to nmarket shares, conpetition, conpetitors, narkets,

potential for traffic growth or expansi on i nt 0 geographic

markets, and indicate (if not contained in the docunent itself)

the date of preparation, the nane and title of each individua

who prepared each such docunent:

The requested docunents are being filed separately by
Arerican and Canadi an, acconpanied by a joint notion for
confidential treatment under 14 CFR 302. 39.

C. Describe separately each applicant's strateqic

objectives in formng the alliance asreenent:

Arerican. By extending its network through an
alliance agreement with Canadian, Anerican seeks to increase
its passenger and cargo revenues by capturing additiona
traffic in two types of routes: (1) U. S. -Canada o&D routes
that have not previously enjoyed on-line service, and (2) the
U S. donestic segnents of routes between the U S and Asia and

Europe via Canada.
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Canadian. Simlarly, Canadian seeks to increase its
revenues in transborder segments and in selected routes beyond
the United States.

D (| he | | ol : f 1

| all| 1d | : , .
revenue and overatina and net profit and loss results:

The Anerican/Canadian alliance fornms an inportant
part of Anmerican's North Anerican strategy. Al though
additional revenues and profits generated as a result of the
alliance agreenment will be nodest conpared to total Anerican
revenues and profits, the alliance is of substantial strategic
and financial inportance.

E. Provide forecast infornmation and data concerning

anvtraffic diversion anticipated fromU.S. flag Carriers

should the application be approved:

W have not previously prepared any forecasts of
traffic diversion fromU. S.-flag carriers. W do not believe
that reliable forecasts could be prepared, because of the
absence of historical data on the open transborder market; the
new U S. -Canada Air Transport Agreenent is less than nine
nmonths ol d, and nost new services have only been operated for a

short tine.
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F. Di scuss whether and ta what extent a grant_aof the

applicationwoul d or should affect the joint applicants'

. : . _ : i .
American voluntarily and unilaterally wthdrew from
the | ATA Passenger Tariff Coordinating Conference in |late 1994,
Al'though effective immediately, this action will be formally
recogni zed by I|ATA effective January 1, 1996. Furthernore,
U. S.-Canada markets have never been included in |IATA tariff
coordination activities. W do not expect that granting the
application wuld have any inpact on either American's or
Canadian's participation in any other |ATA activities.
G Provide (rigin & Destination (o&b)_traffic for
1994 for Canadian's top 100 markets that involve a U S gateway

City as a passenger origin or destination point:

The requested information is being filed separately
by Canadi an, acconpanied by a joint nmotion for confidential
treat nent under 14 CFR 302. 39.

H In addition to the information reauested in the
ilmediately preceding item provide an analysis of the effect
on international and U S donmestic conpetition of the proposed
closer arrangenents between the applicants:

Approval of the application will have a positive
i mpact on international and donmestic conpetition. Ganting the

application will make it possible for Anerican to nake nore
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productive use of its resources, and enhance its viability.
This necessarily strengthens domestic conpetition. Neverthe-
less, the transaction will result in only a nodest change in
the size of American's overall system and it is unlikely that
conpetition in the donestic airline industry will change
significantly as a result of approval of this application.

Wth respect to international conpetition, the grant-
ing of this application will enable Arerican and Canadian to
conpete nore effectively with Air Canada, by far the leader in
the U S.-Canada air travel market, and will also enable Ameri-
can and Canadian to better conpete in nany intercontinental
mar kets, especially between the U S. and Asia.

. Describe the extent to which airport facilities,

i ncluding sates and slots, are available to other carriers who

want to beain or increase service at mai or Canadi an airports

served by Canadi an:

We are unaware of any constraints on gates and slots
at mpjor Canadian airports. As the Departnent is aware,
Pearson International Airport in Toronto has nom nal sl ot
filing requirenents, but these do not restrict entry. More-
over, a new runway is currently under construction there, and
termnal facilities are readily available. At Vancouver
International Airport, a new international termnal wll open

on June 1, 1996 which will also serve transborder operations.
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Facilities at Dorval International Airport in Mntreal and all
ot her Canadian airports are capable of accommobdating new or

i ncreased service.

J. D scuss significant service and equi pnent changes

anticipated by the applicants and the intearation of Anerican's

domestic route system with Canadian's international route

system
At the present tine, neither of the Joint Applicants

anticipates significant changes in service patterns or equip-

ment .

K. Describe any effect of qgranting the application

on Anerican's Cvil Reserve Air Fleet (crRAF) commtnments:

The Anerican/ Canadian Commercial Alliance Agreenent
wi Il have no inpact on Amrerican's CRAF conm tnents.

L. Di scuss any |l abor issues that may result from the

transaction, and whether, how and to what extent enpl oyees of

the applicant airlines wll be inteqgrated. In particul ar,

state whether the transaction or this type of transaction was

t he subiject of recent coll ective bargai ni ng between Anerican

and any of its unions and the nature of such di scussions.

D scuss whet her Anerican's unionized enployees adversely

af fected by the asreenent would be conpensated or protected by

a collective bargai ni ng agreenent and whet her adversely affect-
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ed non-uni oni zed enployees would be conpensated pursuant to

r at rran nt

The transaction raises no significant |abor issues.
There will be no integration of enployees resulting fromthe
application. American and Canadi an remain independent, wth
neither having the ability to control the other. Unionized
enpl oyees at both conpanies will continue to be represented by
their respective unions. Al though the Anerican/ Canadi an code-
sharing arrangenents have been the subject of recent discus-
sions between American and the Allied Pilots Association, the
conpany and the APA have reached tentative agreenment on nost of
the substantive matters of concern to the union. Anerican does
not anticipate any adverse effect of the transaction upon its
uni oni zed enployees. On the contrary, American believes that
the long-term inpact of the transaction will be positive for

the advancenent of existing enployees and for new job creation

CONCLUSI ON
For the foregoing reasons, Anerican and its regiona
affiliates and Canadian and its regional affiliates urge the
Departnent to approve their Commercial Alliance Agreenent under
49 USC 41309, and to grant discretionary antitrust immunity to
the Commercial Alliance Agreement under 49 USC 41308.
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Exhibit Ja-1

COMMERCLAL ALLIANCE AGREEMENT

This Agreement dated 1995, is made by and berween American
Airlines, Inc. (*American”) and Canadian Airlines International L., (“Canadian”).
American is a Delaware corporation with its principal office at 4333 Amon Carter
Boulevard, Fort Worth, Texas 76155. Canadian is an Alberta corporation with its
principal office at 700 Second Street, S.W., Suite 2800, Calgary, Alberta T2P 2W2,
Canada.

RECITALS

Whereas AMR Corporation ("AMR", the parent to American) and Canadian have
previously entered into a Services Agreement dated April 27, 1994 under which various
divisions of AMR provide the following services to Canadian, and under the managerial
control of Canadian pricing and yield management, operations planning, international
base operations, food and beverage support, reservations, ground operations, capacity
planning, technical (including data processing) and accounting services. American and
Canadian (collectively the "Parties™) have entered into a Canadian Plus Participating
Agreement dated December 29, 1992, and an AAdvantage Participating Carrier
Agreement dated December 29, 1992 in order to expand their respective frequent flyer
programs. In order to offer improved customer service and enhance international
competition the Parties have also entered into an agreement pertaining to reciprocal
codesharing, which codesharing was approved by the National Transportation Agency of
Canada on April 28, 1995, and by the United States Department of Transportation on
May 18. 1995 and which resulted in the commencement of codesharing flights by the
Parties on June 19, 1995 (the “ Cooperative Service Agreement”).

Whereas the Parties desire to strengthen their airline aliance through the
implementation of specific cooperative programs which will generate efficiencies for each
carrier, allow each carrier to serve routes that would not be feasible without this
Agreement, and thereby strengthen each carrier as an independent competitor in the
global air transportation marketplace.

Whereas the cooperative programs contemplated hereunder will create greater
international competition by developing new service products and expanding the scope of
operations through the efficiencies and synergies created by the optimized use of certain
resources of the Parties.

Whereas each such cooperative program shall be implemented pursuant to a
specific agreement to be negotiated between the Parties, which agreement shall set out the

terms and conditions to apply to such cooperative program.

Whereas the governments of Canada and the United States of America have
recently entered into an Air Transport Agreement dated February 24, 1995 which, among
other things, notes the desire of both countries to promote transborder commercial air
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services to the fullest possible extent and as well their desire to make it possible for
individual airlines to offer the travelling and shipping public a variety of service options
at the lowest prices.

Whereas the Air Transport Agreement specifically contemplates that an airline of
one country may enter into cooperative arrangements with an airline of the other
country, subject to compliance with applicable laws and regulations.

Whereas the Parties intend that the implementation and operation of each
cooperative program contemplated hereunder shall be in full conformity with the laws and
regulatory requirements to which each carrier is subject, including without limitation
those pertaining to national ownership and control.

Now therefore, in consideration of the premises and the mutual covenants and
agreements contain herein, the Parties agree, subject to all necessary approvals from the
requisite government authorities, to enter into this Agreement under the terms and
conditions set forth herein.

Article 1: Scope of the Agreement

11  Scope

American and Canadian hereby each agree to enhance their commercia
cooperation pursuant to the principles set forth herein, which will be implemented to
achieve a high level of cooperation between the carriers' sales and marketing activities
emphasizing their combined route networks, generate efficiencies for each carrier, and
make each carrier astronger independent competitor in the global air transportation
marketplace.

1.2 Objective

The objective of this Agreement is to establish a legal framework under which
American and Canadian may facilitate the expansion and enhancement of the current
cooperative marketing efforts between American and Canadian as set forth in the
Cooperative Service Agreement. Accordingly, this Agreement will:

1.2.1 be taken into account on matters concerning the interpretation,
administration and exploitation of the Cooperative Service Agreement, and

1.2.2 set forth the principles governing the development of additional
agreements, including agreements to further define and implement the
Passenger Program and the Cargo Program, as defined in Article 2 hereof.
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Article 2: Cooperation in Passenger and Cargo Programs

2.1  Cooperative Marketing Programs

American and Canadian hereby agree, as part of their cooperation on commercial
operations, to market both carriers air wransportation of passengers through cooperative,
joint marketing operations and programs (the “ Passenger Program”). The Passenger
Program will include those joint sales and marketing elements set forth in Section 2.2.

2.2  Passenger Program

Upon execution of this Agreement, American and Canadian will proceed to
negotiate one or more agreements for a comprehensive global marketing and sales
program of air transportation on American and Canadian. The Passenger Program may
include the following:

221 Genera Policies

Policies, procedures, information systems, and programs that will facilitate the
Passenger Program.

2.2.2 Service Standards

The creation of mechanisms to promulgate, administer and enforce the levels of
quality and service standards and to ensure that the cooperative service products
are viewed as seamless and transparent to the customers. In this regard,
passengers booked and ticketed on the cooperative services of the Parties will
receive the same service and amenities,. both o the ground and in-flight, as each
of the Party’s own online passengers.

2.2.3 Operational Committees

The establishment of one or more operational commirtees to oversee joint project
development, budgets, directions and other cooperative activities hereunder.

2.2.4 Service Contracts

The use of service contracts between the Parties and standard service contracts

with third parties to avoid redundancy and to ensure that the delivery of services
is consistent with the joint products and joint identities of the Parties.




-4-

2.25 Schedule Coordination

The coordination of schedules, third party marketing, network planning, and
information systems to maximize sales possibilities by connecting services between
the American and Canadian systems.

2.2.6 New Markets

The entry of either carrier into new markets, as regulatory requirements permit, in
order to expand the combined presence of American and Canadian throughout
transportation markets worldwide.

2.2.7 Passenger Pricing and Inventory Strategy

The pricing strategy and the fares to be charged and inventory management,
including systems, by each air carrier with respect to all Passenger Program
products, including wholesale net fares, corporate discount programs, and airline
prorates.

2.2.8 sales Personnel

A combination of American and Canadian sales personnel, including a common
staff, who would be authorized to represent both American and Canadian,
independently and jointly, in marketing their products to customers and travel
agents for sales of the services offered by both carriers. The joint marketing
program may be structured as a joint venture of American and Canadian selling a
seamless. online-quality joint product or set of products.

2.29 Commission Coordination

The establishment of a unified commission program, including agency. group,
corporate and override commissions programs to be agreed upon from time to
time by the Parties throughout the term hereof.

2.2.10 Travel Agent Contracts .

The development and use of standard form contracts for sales to travel agencies,
general sales agents, corporations, organizations and individuals.

2.2.11 Advertising and MediaPrograms

The establishment of advertising and media programsthat jointly promote
American and Canadian as a seamless, worldwide transportation system,
consistent with applicable regulations concerning the advertising of codeshare
services.
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2.2.12 Ancillary Programs

The establishment of ancillary programs. including, without limitation, travel
packages, coordination of facilities, information systems, or mail service to
enhance the products marketed by the Parties.

2.2.13 Freguent Flyer Program Coordination

The coordination of frequent flyer and similar programs, including elements
thereof pertaining to mileage accrual and redemption rates, frequent flyer
upgrades, and promotional programs.

2.2.14 Revenue Allocation

The establishment of agreements and procedures for the allocation of revenues on
specific routes.

2.2.15 Partner Incentives

The establishment of incentives to ensure that each carrier is fully committed to
the success of the cooperative service products.

2.2.16 Marketing and Accounting Information

The joint use of marketing and accounting data, and information systems available
to the Parties, consistent with and subject to all applicable laws and agreements
governing each Party.

2.2.17 Joint Identity

The development of ajoint identity for their codeshare product(s) through jointly
developed service logos, symbols or names, that would maintain the identity
marks of the individual carriers consistent with the requirements of 14 CFR
399.82, and which will describe or identify the services, products, or programs of
either or both carriers, whether or not previoudly registered as trademarks in the
United States, Canada, or any other country.

2.2.18 Resolution of Dispute

The assignment of specific personnel from both carriers, at various levels, with
authority to resolve disputes or waive conditions.

carqo Program

In addition to the Passenger Program, the cooperative marketing operations of the

Parties shall include joint cargo sales and marketing (the “ Cargo Program”). The terms
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of the Cargo Program will include those elements on which the Parties mutually agree
including, without limitation, elements equivalent to those set forth in Section 2.2 hereof
and the marketing of both carriers' air transportation of cargo through cooperative, joint
marketing and operations programs.

2.4 Fully Integrated Marketing Force

The Parties shall expand the Passenger Program and the Cargo Program so as to
ultimately provide a fully integrated marketing force throughout the world to aggressively
sell and market the products and services of American and Canadian both independently
and jointly. Any expansion of these programs shall be subject to mutual written consent
of American and Canadian.

2.5  Prior Consent of the Parties Required

All aspects of commercial cooperation hereunder shall be subgct to the prior
review and written approval of both American and Canadian. Each Party shall at all
times retain and exercise its own manageria control and decision making authority in
regards to any decision by it to engage in any aspect of the commercia cooperation

referred to hereunder.
Article 3: Government and Regulatory Approvals

3.1 Government Compliance

In carrying out this agreement, the parties will comply with all necessary
government laws, regulations, and requirements, including but not limited to the
applicable competition laws.

3.2  Government Approvals

The Parties shall take all necessary steps, in cooperation with each other, to obtain
al approvals, if any, from government authorities in the United States and Canada. or

any other appropriate governmental authority, in order to carry out the terms of this
Agreement.

3.3 Governmental Limitations

In the event that any governmental agency or regulatory body having jurisdiction
over the subject matter hereof shall require any material condition or limitation to this
Agreement, the Parties hereto shall negotiate in good faith to make such amendments to
this Agreement as shall be necessary to achieve the purposes and objectives of this
Agreement. If any such condition or limitation, in the reasonable judgment of either
Party, is fundamental to the intent of such Party and the operation of this Agreement, the
Party shall have the right to declare that this Agreement shall not enter into effect or to
terminate this Agreement upon written notice.



3.4  Governmental Regulations

In the event that any necessary governmental approval is withdrawn or any
governmental order issued or there is any change in applicable statutes, laws, or
regulations government the operations contemplated by this Agreement which would
materially affect the rights, benefits, and/or obligations of the Parties hereto, the Patties
shall, within ninety (90) days thereafter, comply therewith by mutua agreement. and
shall not be liable to each other for failure to fulfil any obligations under this Agreement
that may be consistent with such changes, orders, statutes, laws, or regulations or this
Agreement shall be deemed to be terminated. The Parties shall negotiate in good faith to
make amendments to this Agreement as may be necessary and sufficient to comply with
governmental regulations, and to achieve the purposes and objectives of this Agreement.

Article 4: Execution and Termination

4.1  Duration of Agreement

This Agreement shall be effective for an initial term of one (1) year, and remain
in effect thereafter until terminated by either Party upon not less than one-hundred and
eighty (180) days prior written notice to the other Party. The Parties agree that this
Agreement may be executed in counterparts, including facsimile transmission copies, that
each executed copy shall be deemed to be an original, and that al originals together shall
constitute one instrument.

4.2  Termination for Cause

Notwithstanding the provision of Article 4, paragraph 1, either Party may
terminate this Agreement at any time if the other Party defaults in observing or
performing any of the provisions of this Agreement, becomes insolvent, makes a genera
assignment for the benefit of creditors, or commits an act of bankruptcy, or if a petition
in bankruptcy for its reorganization or the readjustments of its indebtedness be filed by or
againgt it. or if areceiver, trustee, or liquidator of all or substantially al of its property
be appointed or applied for if it ceasesto be in business as an air carrier.

4.3  Obligations

Each Party agrees to fulfil al obligations which accrued hereunder prior to the
termination becoming effective.

4.4  Notification

Notice of termination shall be addressed to the principal office of either Party,
mentioned in the preamble of this Agreement, to the attention of the Corporate Secretary.




Article §: Claims and Indemnification

5 . Termé

American and Canadian shall each defend. indemnify, and hold harmless the other
Party, its officers, directors, affiliates, employees, agents. and contractors from and
against any and al claims, causes of action, lawsuits and damages of any kind
whatsoever (including reasonable attorneys fees, and cost of litigation) arising from or in
connection with each Parry’s responsibilities, obligations, and performance under this
Agreement or the acts or omissions of either Party, its officers, employees or agents
which are in any way related to services contemplated by this Agreement.

5.2  Wilful Misconduct

Notwithstanding the provisions of Article 5, paragraph 1. a Party hereto shall not
be obliged to indemnify and save free and harmless the other Party to the extent that it
can prove that the claims, causes of action, lawsuits or damages resulted from the wilful

misconduct of the other Party.
5.3 Notification

In the event that any claim is made or any suit is commenced against the Party
entitled to be indemnified in accordance with this Article 5, such Party shall give prompt
written notice to the other Party, whereupon the latter Party shall undertake, at its own
cost and expense, the defense of such suit or settlement of such claims and pay the
amount of any fina judgment or decree or of any settlement negotiated by the
indemnifying Party and all expenses incident thereto. The Party to be indemnified shall
cooperate by furnishing promptly to the other Party at its request all pertinent data,
papers, records, and information which it has at its disposal.

Article 6. Force Majeure
6 Termg

Except for any payments due hereunder, either Party shall be relieved of its
obligations hereunder in the event and to the extent that performance thereof is delayed or
prevented by any cause reasonably beyond its control, including, but not limited to, acts
of God, public enemies, war, civil disorder, fire, flood, inclement weather, explosion,
labour disputes or strikes (including those by its own employees), or any acts or orders of
any governmental authority, including the United States, Canada. countries of codeshared
points, and any third country. Notwithstanding the foregoing provision, during the
course of the non-performing Party’s failure to perform. the other Party may elect to
take, after given seven (7) clays advance written notice to the non-performing Party, one
or more of the following actions:
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6.1.1. Temporary Suspension of Agreement

The performing Party may suspend the operation of this Agreement and such other
Party’s covenants and obligations hereunder;

6.1.2 Terminate Agreement

The performing Party may terminate this Agreement if the non-performing Party’s
non-performance has continued for a period of thirty (30) days or more; or

6.1.3. Continue Agreement

The performing Party may continue to perform the terms of this Agreement, or
portions thereof, under such further terms and conditions as the Parties are able to
reach through written agreement.

Article 7: Applicable Law and Arbitration

7.1  Applicable Law and Arbitration

This Agreement shall be governed by and interpreted pursuant to the substantive
laws of the State of New York. All disputes arising in connection with this Agreement
shall be resolved pursuant to the procedures set forth in Section 7, Mediation and
Arbitration, of the Services Agreement.

Article 8: Headings

8.1  ConveniencePurposes

The headings contained in this Agreement are inserted as a matter of convenience
only and are not intended in any way to define, limit, or be used in connection with the
interpretation of this Agreement.

Article 9: Assignment

9.1 Terms

Neither Party may assign any rights or obligations under this Agreement without
the prior written consent of the other Party. Any attempted assignment, withour such
prior consent of the other Party, shall be null and void and of no effect.




Article 10: Severability

10.1 Non-material Provision

If any non-material provision contained in this Agreement shall be held to be
invalid or unenforceable in any respect in any jurisdiction, such invalidity or
unenforceability shall not affect the other provisions hereof which can be given effect
without the invalid provision, and to this end the provisions of this Agreement are
intended to be and shall be deemed severable.

10.2 Revised Provision

The Parties agree to use their best efforts to replace such invalid or unenforceable
provision with a valid and enforceable provision having to the maximum extent possible
the same economic or practical effect.

10.3 Material Provision

If in the reasonable judgement of either Party, any provision or provisions held to
be invalid and unenforceable is or are fundamental to the intent of such Party and the
operation of this Agreement, such Party shall have the right to terminate this Agreement
upon not less than a ninety (90) day prior written notice to the other Party.

Article 11:  Non-Waiver

11.1 Terms

No waiver of any provisions hereof shall be effective unless in writing and signed
by both American and Canadian. Any single waiver shall not operate to waive
subsequent or other defaults.

Article12: Modification

12.1 Terms

Any additions to or modifications of this Agreement shall have co be agreed upon
in writing by both Parties; provided, however, that any modifications or additions which
become necessary by reason of IATA resolutions binding upon either or both of the
Parties to this Agreement shall be deemed to be incorporated herein as from the effective
date of such resolution.
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Article 13:  Filing Fees

13.1 Responsible Party

All filing fees in connection with this Agreement which may be prescribed under
the national law of either Party to this Agreement, arc payable by that Party.

Article 14:  Coanstruction of Agreement

14.1 Interpretation of Terms

It is intended that the terms of this Agreement be interpreted and the cooperation
related to products and services described herein be undertaken in a manner that would

not would not cause the Pasties to be mated for any purpose as participating in a
partership Or joint venture.

Understood, and agreed Understood, and agreed.

Canadian Airlines I nternational Ltd. American Airlines, Inc,

By:

Name: Arnold J. GQrossmpan

Capacity Planning

Title:

Dau: &gm\z‘ 2, [s Date;

o oo

Vice-Premidert &

Tide:

Date: @m}zr T Y

Tor-Red 112930.05

title: Vice President International

Affairs



Exhibit JA-2
Page 1 of 1

Summary of U.S. - Canada Transborder Flight Frequencies

Operating Waeekly Roundlrip Frequency

Rank Carrier Frequencies Share
1 Air Canada 755 24.8%

2 Amerlcan 261 86% |
3 Business Express 1/ 209 6.9%
3 Northwest 209 6.9%
5 Delta 196 6.4%
' 6 United 173 5.7%

7 Canadian 165 5.4% |
8 USAIr 150 4_9%
8 Horizon 1/ 150 4.9%
10 Air Ontario 11 138 4.5%
1 USAir Express 1/ 121 4._.0%
12 Air BC / 79 2.6%
13 Comair 1/ 74 2.4%
14 flagship Airlines 2/ 70 2.3%
15 Mesaba 1/ 60 2.0%
16 Air Alliance 1/ 31 1.0%
17 Air Nova 1/ 29 1.0%
18 Kenmore Air Harbour 21 0.7%
19 Ontario Express 3/ 20 0.7%
19 Time Air 3/ 20 0.7%
21 Air Atlantic 3/ 19 0.6%
22 America West 14 0.5%
22 Continental 14 0.5%
22 Reno Air 14 0.5%
25 Midwest Express 12 0.4%
26 Skyway Airlines 1/ 1 0.4%
27 British Aitways 7 0.2%
28 Air North 6 0.2%
29 Athabaska Airways 4 0.1%
29 Columbia Pacific 4 0.1%
31 Royal Air Maroc 3 0.1%
32 Taguan Air Service 1 0.0%
Total 3,040 100.0%

1/ Regional akrline partner of non-alliance carrier(s).
2/ Regional airline partner of American.
3/ Regional airline partner of Canadian.

Source: Published airline schedules. Effective November 10, 1995.




Growth Followlng the New Air Transport Agreement

Between the United States and Canada
Compared with Growth Following
the Open Skies Agreement with The Netherlands

United States - Netherlands
Weekly Scheduled Roundtrip Frequencies 11

Market January 1993 January 1994

Exhibit JA-3
Page 1of 1

Change

Total U.S. - Netherlands 90 111

United States - Canada
Weekly Scheduled Roundtrip Frequencies 1/

Market February 1995 November 1995

23.3%

Change

Total U.S. - Canada 1,904 3,040

1/ Operating carriers only.

59.7%

Source: Published airline schedules.
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Nonstop Transborder VU, S. Gatewavs: American and Ganadian
°
Seattle
CPi
¢ Boston
New York (LaGyardia) cP
'Rg};o AA, CP [0 1w York (Kennedy)
. AA*
San Frankisco Chicaga ®
cp) ® AA, CP Washingtdn (Dulles)
C
Las Vegas
e CP
Los"Aggeles .
cP\ ® efalm Springs
cp °
Dallas/Fort Worth
AA
Tapa Orlando
AR ° GD
®
St. Petersburg e Fort Lauderdale
cpP ° CcP
Miami
0 AA

Honolulu @ o<
cP

Source: Published airline schedules,
effective November 10, 1995,
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Nonstop Transborder U. S. Gateways:
Air Canada. Continental. United
Port Angeles
AC Seattle
AC, UA
®
Portland
AC eo\Boston AC

® /Hartford AC
®/ New York (LaGuardia) AC
ewark AC, CO

o Philadelphia AC

. AC, UA Baltimore AC
San Francisco\® o Indianapolis AC Washington (National) AC
AC. UA AC Washingion (Dulles) AC, UA

® Los Angeles
Atlanta

Houston
AC, CO
[ J

Fort Lauderdale
AC
Miami

Honolulu OOO o
AC

Source: Published airline schedules,
effective November 10.1995.
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Fairbank
® an

Junea

Ketchikan

AS, NW, 5K, 7C o

Williston

Portiand 9T
AS, DL, NW

Milwaukee
New York (Kennedy) AT, DL
® / Philadelphia US

Baltimore US

° DL . . OL,Us . .
. indianapolis® . ® “Wash n (Nationaf) US
San Francisco \g Reno Usap o Dayton US Wasin;gn'? %eé) DL )
DL Qa Cincinnati
cinnati

DL

Los Angeles

DL Phoenix Atlanta
o HP DL

O

Honolulu @ ¢ 0
NZ. QF

Source: P ublished airline schedules,
effective November 10.1995.



\

N

Vancouver
AA, CP

Non rCan

O
Edmonton
e CP
® .
Winnipeg
Calgary
AA, CP AA; cp

n

Exhibit JA-4
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wavs: American

O :
St Jphn
Quebec CP*
AA#
Ottawa Halifax
AA _ @ Montreal AA*

g AA
Toronto
AA, CP

Source: Published airline schedules,
effective November 10.1995.
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Nonstop Transborder Canadian Gateways:

if Canada. Continental. United

AC, UA Calgary

AC, UA Winnipeg

e AC,UA Halifax AC, CO

Yarmouth AC
Viontreal (Dorval)
AC, CO

Toronto
AC, CO, UA

Source: Published airline schedules,
effective November 10. 1995.



Nonstop Transbordet Canadian Gateways:
All Other Carriers

O
( > 0 ‘ O
[ ] o O
Dawson
4N
Whitehorse % o
e 4N
OO0
Prince Rupert
Qs 0
Vancouver o Edmonton
AS, DL, HP, NwW, DL o
NW, NZ, @ Saskatoon

)
QF,. QQ Calgary NW

Exhibit JA-4
Page 6 of 6

Victoria ® Roxi DL, NW y
AS, DL, Nw ® Regina o L Quebec //SE? photon DL, NW
AS.NW, 5K, 7C NW, 9T o' P8 AT, BA L, Halifax DL, NW
ontreal (Mirabel)ﬁ Jinreal (DoTial)
Attawa® DL, NW, US
D us

-London
NW, US

“Toronto DL. NW, NZ, QF, US, YX

_amitton | IS
[+ L1 ] ] {ECFTIPINE 1

Source: Published airline schedulest
effective November 10, 199E.
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U.S. - Canada Transborder Market Concentration
Before and After Alliance

Frequency HHI Frequency HHI
Share Score Share Score
Rank Operating Carrier Before Before After After
1 Air_Canada 24.64% 616.80 24.84% 616.80

2 American 8.59% 7371 — 0.00% 1/ 0.00 ¥/
3 Business Express 2/ 6.88% 47.27 6.88% 47.27
3 Northwest 6.88% 47.27 6.86% 47.27
5 Delta 6.45% 41.57 6.45% 41.57
6 United 5.69% 32.39 5.69% 32.39

7 Canadian 5.43% 29.45 P{14.01% 3 196.37 3/|
8 USAIr 4.93% 24.35 4.93% 24.35
8 Horizon 2/ 4.93% 24.35 4.93% 24.35
10 Air Ontario &/ 4.54% 20.61 4 _.54% 20.61
11 USAir Express 2/ 3.98% 15.84 3.98% 1584
12 Air BC &/ 2.60% . 6.75 2.60% 6.75
13 Comair 2/ 2.43% 5.93 2.43% 5.93
14 flagship Airlines &/ 2.30% 5.30 2.30% 5.30
16 Mesaba &/ 1.97% 3.90 1.97% 3.90
16 Air Alliance 2/ 1.02% 1.04 1.02% 1.04
17 Air Nova 2/ 0.95% 0.91 0.95% 0.91
18 Kenmore Air Harbour 0.69% 0.48 0.69% 0.48
19 Ontario Express &/ 0.66% 0.43 0.66% 0.43
19 Time Air &/ 0.66% 0.43 0.66% 0.43
21 Air Atlantic 5/ 0.63% 0.39 0.63% 0.39
22 America West 0.46% 0.21 0.46% 0.21
22 Continental 0.46% 0.21 0.46% 0.21
22 Reno Air 0.46% 0.21 0.46% 0.21
25 Midwest Express 0.39% 0.16 0.39% 0.16
26 Skyway Airlines 2/ 0.36% 0.13 0.36% 0.13
27 British Airways 0.23% 0.05 0.23% 0.05
28 Alr North 0.20% 0.04 0.20% 0.04
29 Athabaska Airways 0.13% 0.02 0.13% 0.02
29 Columbia Pacific 0.13% 0.02 0.13% 0.02
31 Royal Air Maroc 0.10% 0.01 0.10% 0.01
32 Taquan Air Service 0.03% 0.00 0.03% 0.00
Total 100% 1,000 100% 1,093

Change In HHI Score +93  +9.3%

1/ American and Canadian combined below.

2/ Regional aldine partner of non-alliance carrier(s).
3/ American and Canadian combined.

4/ Regional airline partner of American.

51 Regional airllne partner of Canadian.

Source: Published airline schedules. Effective November 10, 1995.
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Competitive Services in American/Canadian

Nonstop Transborder Markets

With Less than 50% Circuity
1st Leg Dep 2nd Leg Dep Arr Elapsed Elapsed
Car Flt Airport Connect City Car Flt Time Time Time vs. Besl

Chicago-Calgary

A A 1105 ORD 1144A 226P 3:42 +2%
CP 6277 ORD 1144A 226P 342 +2%
AA 1617 ORD 620P 906P 3:46 +4%
CP* 6279 ORD 620P 906P 3:46 +4%
AC 635 ORD B5SA 1132A 3:37 0%
UA* 3011 ORD 855A 1132A 3:37 0%
AC 831 ORD 950A 147P 4:57 +37%
UA* 3007 ORD Winnipeg AC 831 950A 147P 457 +37%

NW 563 ORD Minneapolis/St Paul NW 1543 900A 106P 506 +41%

Chicago-Montreal
AA 1734 ORD 715A 1006A 1:51 0%
CP* 6281 ORD 715A 1006A 1:51 0%
AA 266 ORD 1020A 115P 1:55 +4%
CP* 6283 ORD 1020A 115P 1:55 +4%
AA 764 ORD 130P 426P 1:56 +5%
CP* 6285 ORD 130P 426P 1:56 +5%
AA 1634 ORD 450P 748P 1:58 +6%
CP* 6287 ORD 450P 748P 1:58 +6%
AA 1520 ORD 820P 1118P 1:58 +6%
CP 6289 ORD 820P 1118P 1:58 +6%
AC 784 ORD 1110A 202P 1:52 +1%
AC 766 ORD S510P 802P 1:52 +1%
AC 788 ORD 755P 1104P 209 +16%

Chicago-Ottawa

AA 1276 ORD 705A 950A 1:45 +8%
CP* 6191 ORD 705A 950A 1:45 +8%
CP* 6193 ORD 135P 423P 1:48 +11%
AA 1828 ORD 139P 427P 1:48  +11%
AA 2044 ORD 815P 1104P 1149 +12%
CP* 6195 ORD 815P 1104P 149 +12%
AC 312 ORD 1010A 1247P 1:37 +0%
UA* 3002 ORD 1010A 1247pP 1:37 +0%
AC 316 ORD 610P 847P 1:37 0%
UA* 3004 ORD 610P 847P 1:37 0%

Source: SABRE. Effective November 10, 1995.
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Competitive Services in American/Canadian
Nonstop Transborder Markets
With Less than 50% Circuity
i1st Leg Dep 2nd Leg Dep Arr Elapsed Elapsed

Car Fit Airport Connect City Car Fit Time Time Time vs. Best

Chicago-Toronto

CP 548 ORD 1220P 240P 1:20 +4%
AA 632 ORD 655A 918A 1:23 +8%
CP* 6221 ORD B55A 918A 1:23 +8%
AA 1850 ORD 945P 1208A 1:23 +8%
AA 1214 ORD 1020A 1244P 1:24 +9%
CP 6223 ORD 1020A 1244P 1:.24 +9%
AA460 ORD 125P 350P 125 +10%
CP* 6225 ORD 125 350P 1:25  +10%
AA* 6548 ORD 700P 925P 125 +10%
CP 548 ORD 700P 925P 1:25 +10%
AA 1956 ORD 435P 703P 1:28 +14%
CP* 6227 ORD 435P 703P 1:28 +14%
AA 1594 ORD 830P 1059P 129  +16%
CP* 6231 ORD 830P 1059P 129 +16%
AC 812 ORD 810A 1027A 1:17 0%
AC 816 ORD 300P 520P 1:20 +4%
AC 818 ORD 550P 810P 1:20 +4%
AC 814 ORD 125P 347P 1:22 +6%
UA 1478 ORD 1055A 117P 1:.22 +6%
AC 820 ORD 705P 927P 1:22 +6%
UA 252. ORD 845P 1110P 1:25 +10%
UA 402 ORD 750A 1017A 1:27 +13%
UA 1214 ORD 150P 417P 1:27  +13%
UA 524 ORD 530P 759P 129 +16%
Chicago-Winnipeg
AA 1857 ORD 244P 450P 2:06 +6%
CP* 6183 ORD 244P 450P 2:08 +8%
AA 1627 ORD 914A 1123A 2:09 +8%
CP* 6181 ORD 914A 1123A 2:08 +8%
AA 1835 ORD 845P 1100P 2115 +13%
CP* 6165 ORD 845P 1100P 215 +13%
AC 831 ORD 950A 1149A 1.59 0%
UA* 3007 ORD 950A 1149A 1:59 0%
A C 833 ORD 835P 1034P 1:59 +0%
UA* 3009 ORD 835P 1034P 1:59 +0%

Sowrce: SABRE. Effective November 10.1995.




Competitive Services in American/Canadian
Nonstop Transborder Markets
With Less than 50% Circuity

Exhibit JA-6
Page 3 of 5

1st Leg Dep 2nd Leg Dep Armr Elapsed Elapsed
Car FIt Alrport Connect City Car Ft Time Time TlIme vs. Best
Dallas/Ft. Worth-Calgary
AA 1439 DFW 1059A 144P 3:45 0%
CP* 6261 DFW 1059A 144P 3:45 0%
AA 1331 DFW 358P 647P 3:49 +2%
CP* 6263 DFW 358P 647P 3:49 +2%
AA 895 DFW 640P 931P 3:51 +3%
CP* 6265 DFW 640P 931P 3:51 +3%
UA 387 DFW Denver AC 588  700A 1042A 4:42 +25%
UA 725 DFW Denver UA 1466 623P 1009P 4:46 +27%
UA 726 DFW Denver AC 5009 623P 1009P 4:46 +27%
UA 1465 DFW Denver UA 1460 957A 204P 5:07 +36%
DL 383 DFW salt Lake city DL 641 711P 1129P 5:18 +41%
CO 550 DFW Houston AC 767 1130A 402P 5:32 +48%
CO 550 DFW Houston CO* 8167 1130A 402P 8:32  +48%
Dallas/Ft. Worth-Toronto
AA 490 DFW 801A 1154A 2.53 0%
CP* 6251 DFW 801A 1154A 2:53 0%
AA 488 DFW 1251P 444P 2:53 +0%
CP* 6253 DFW 1251P 444F 2:53 +0%
AA 458 DFW 517P 914P 2:57 +2%
CP* 6255 DFW 517P 914P 2:57 +2%
US 1860 DFW Pittsburgh US 152 1150A 459P 4:.09 +44%
UA 576 DFW Chicago UA 1478 807A 117P 4:10 +45%
DL 1243 DFW Cincinnati Di* 3719 510P 1025P 4:15 +47%
Dallas/Ft. Worth- Vancouver
AA 1507 DFW 935A 1204P 4:29 0%
CP* 6297 DFW 935A 1204P 4:29 0%
AA 1437 DFW 849P 921P 4:32 +1%
CP* 6299 DFW 649P 921P 4:32 +1%
DL 1729 DFW Portland DL 209 1012A 145P 533 +24%
DL 179 DFW Seattle AC’ 1556 342P 810P 6:28 +44%
HP 808 DFW Phoenix HP 815 520P 950P 6:30 +45%
DL 885 DFW Seattle AC 1552 1151A 430P 6:39  +48%

Source: SABRE. Effective November 10.1995.
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Competitive Services in American/Canadian
Nonstop Transborder Markets
With Less than 50% Circuity

2nd Leg Dep

Car Flit Time Time
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Arr Elapsed Elapsed

Time vs. Best

Miami-Montreal

AA
cpP*

AC
WV
oL
us

470
6249

933
210
3550
1040

Leg Dep
Car FIl Airport Connect City

MIA
MIA
MIA
MIA Tampa
MIA Orlando
MIA Philadelphia
MIA Orlando

3M
UA

493
996

Miami-Toronto
AA450

CP
AA
CP
AA

AC
AC
AC
AC

6241
694

6243
1130

911
915
913
919

New York-Toronto

AA
CP
AA
cP*
AA*
CP
AA&
CP
AA*
CP
AA
cpP*
AA
CP
AA
CP*

1034
6205
1154
6213
6627
527

6521
521

6523
523

2071
6201
1204
6219
261

6203

AC 925
AC 923
us 164
AC 923

MIA New York (LaGuardia) DL 504

MIA
MIA
MIA
MIA
MIA

MIA
MIA
MIA
MIA

LGA
LGA
LGA
LGA
LGA
LGA
LGA
LGA
LGA
LGA
LGA
LGA
LGA
LGA
LGA
LGA

705P 1038P
705P 1038P

110P 427P
1125A 402P
1040A 322P
1240P S30P
1030A 322P
715A 1208P

745A 1049A
745A 1049A
700P 1012P
700P 1012P
135P 559P

730A 1027A
1105A 202P
1255P 352P
700P 957P

1123A 1246P
1123A 1246P
B30P 954P
830P 9b54P
425p 550P
425P 550P
730A B855A
730A 855A
845A 1110A
845A 1110A
655A 820A
655A 820A
1249P 216P
1249P 216P
830A 958A
830A 958A

3:33
3:33

3:17
4:37
4:.4?
4.50
4:52
4:53

3:04
3.04
3:12
312
4:24

2:57
2:57
2:57
2:57

1:23
1:23
1:24
1:24
1:25
1:25
1:25
1:25
1:25
1:25
1:25
1:25
1:27
1:27
1:28
1:28

+8%
+8%

0%
+41%
+43%
+47%
+48%
+49%

+4%
+4%
+8%
+8%
+49%

0%
+0%
+0%
+0%

+8%

+8%

+9%

+9%
+10%
+10%
+10%
+10%
+10%
+10%
+10%
+10%
+13%
+13%
+14%
+14%

Source: SABRE. Effective November 10, 1895.



Exhibit JA-6

Page 5 of5
Competitive Services in American/Canadian
Nonstop Transborder Markets
With Less than 50% Circuity

1st Leg Dep 2ndLleg Dep Arr Elapsed Elapsed
C ar FI Alrport Connect City Car Fit Time Time Time vs. Best
AA 253  LGA 345P 514P 129 +16%
CP* 6209 LGA 345P 514P 129 +16%
AA 1244 LGA 546P 715P 1:29 +16%
CP* 6471 LGA 546P 715P 1:29 +16%
CP* 6211 LGA 546P 715P 1:29 +16%
AA* 6525 LGA 1210P 140P 1:30 +17%
CP 525 LGA 1210P 140P 1:30  +17%
AA* 6531 LGA 700P 830P 1:30 +17%
CP 531 LGA 700P B830P 1:30 +17%
AC 709 LGA 1115A 1232P 1:17 0%
AC 705 LGA 915A 1034A 1:19 +3%
AC 707 LGA 1015A 1134A 1:19 +3%
AC 721 LGA 515P 634P 1:19 +3%
AC 727 LGA 815P 934P 1:19 +3%
AC 713 LGA 116P 235P 1:20 +4%
AC 717 LGA 316P 435P 1:20 +4%
AC 723 LGA 615P 737P 1:22 +6%
AC 725 LGA 715P 837P 1:22 +6%
AC 701 LGA 715A B841A 1:26 +12%
AC 703 LGA B15A S41A 1:26 +12%
AC 719 LGA 415P 541P 1:26 +12%
AC 731 EWR 735A 902A 1:27 +13%
AC 733 EWR 1035A 1202P 1:27 +13%
AC 735 EWR 1245P 212P 1:.27 +13%
AC 737 EWR 330P 457P 1:27 +13%
AC 739 EWR 505P 632P 1.27 +13%
AC 729 EWR 700P 827P 1:27 +13%

Tampa-Toronto

AA 1130 TPA 315P 559P 2:44 +8%
CP 291 PIE 100P 345P 2:45 +9%
AC 901 TPA 1125A 157P 2:32 0%
AC 905 TPA 820P 1052P 2:32 0%

Source: SABRE. Effective November 10, 1885.




| hereby certify that | have this day served the

foregoing joint application by first-class mail on al

naned on the attached service |ist.

GL B 6l

CARL, B. NELSON, JR.
Novenber 3, 1995

persons




Marshall S. Sinick

Squire, Sanders & Denpsey
1201 Pennsylvania Ave., N W
Suite 400

Washi ngton, D.C 20004

John E. Gillick

W nt hrop, Stinmson, Putnam &
Roberts

1133 Connecticut Ave., N W

Suite 1200

Washi ngton, D.C. 20036

R Bruce Kei ner

Crowel | & Moring

1001 Pennsylvania Ave., N W
Washi ngton, D.C. 20004

Robert E. Cohn

Shaw, Pittman, Potts &
Trowbri dge

2300 N Street, N W

Washington, D.C. 20037

Megan Rae Pol dy

Associ ate CGeneral Counsel
Nort hwest Airlines, Inc.
901 15th Street, N W
Suite 310

Washi ngton, D.C. 20005

St ephen H. Lachter
2300 N Street, N W
Suite 725

Washington, D.C. 20037

Ri chard J. Fahy

1800 Di agonal Road
Suite 600

Al exandria, VA 22314

Frank Cotter

Assi stant General Counsel
UsAir, I nc.

2345 Crystal Drive

8th Fl oor

Arlington, VA 22227

Richard D. Mathias

Cat hl een Peterson

Zuckert, Scoutt & Rasen-
berger, L.L.P.

888 17th Street, N W

Suite 600

Washi ngton, D.C. 20036

Patrick P. Salisbury

Sal i sbury & Ryan

1325 Avenue of the Americas
New York, NY 10019




Joel Stephen Burton

G nsburg, Feldman & Bress,
Chartered

1250 Connecticut Ave., N W

Suite 700

Washi ngton, D.C 20036

John De Gregorio

Seni or Attorney

M dwest Express Airlines
700 11th Street, N W
Suite 600

Washington, D.C. 20001

Vance Fort

Wrld Airways, Inc.
13873 Park Center Road
Suite 490

Her ndon, VA 22071

R chard P. Tayl or

Steptoe & Johnson

1330 Connecticut Ave., N W
Washi ngton, D.C 20036

John L. Richardson

Vedder, Price, Kaufnman &
Day

2121 K Street, N W

Suite 700

Washi ngton, D.C. 20036

Mark S. Kahan

Galland, Kharasch, Mrse &
Garfinkle

1054 31st Street, N W

Washington, D.C. 20007

David L. Vaughan
Kelley, Drye & Warren
1200 19th Street, N W
Suite 500

Washi ngton, D.C 20036

Thomas C. Accardi

Federal Aviation Adm nis-
tration

Director of Flight
Qper at i ons

800 I ndependence Ave., S.W

Room 821

Washington, D.C. 20591

James R Wi ss

Preston, Gates, Ellis &
Rouvel as

1735 New York Ave., N W

Suite 500

Washi ngton, D.C. 20006

U S. Transcom/TCJ5

Attention: Ar Mbility
Anal ysi s

508 Scott Drive

Scott AFB, IL 62225




St ephen L. Gelband

Hewes, Mbdrella, Gelband &
Lanbert on

1000 Potomac St., N W

Suite 300

Washington, D.C. 20007

WIIliam Karas

Steptoe & Johnson

1330 Connecticut Ave., N W
Washi ngton, D.C. 20036

R Tenney Johnson

2300 N Street, NW

6t h Fl oor

Washington, D.C. 20037

J. E. Murdock |11

Shaw, Pittman, Potts &
Trowbri dge

2300 N Street, NW

Washington, D.C. 20037

John J. Varley
Ceneral Attorney
Delta Air Lines, Inc.
1030 Delta Boul evard
Atlanta, GA 30320

D. Scott Yohe

Vice President - Gov't
Affairs

Delta Air Lines, Inc.

1629 K Street, N W

Washi ngton, D.C. 20006

Crai g Denny

Vice President

Big Sky Airlines

P. O Box 31397
Logan Int'l Airport
Billings, Mr 59107

Jonathan B. H ||

Dow, Lohnes & Al bertson
1255 23rd Street, N W
Suite 500

Washington, D.C. 20037

WIlliam C. Evans

Verner, Liipfert, Bernhard,
McPherson and Hand

901 15th Street, N W

Suite 700

Washington, D.C. 20005

Nat hani el P. Breed, Jr.

Shaw, Pittman, Potts &
Trowbri dge

2300 N Street, N W

Washington, D.C. 20037



Russel |l E. Pommer

Verner, Liipfert, Bernhard,
McPher son and Hand

901 15th Street, N W

Suite 700

Washi ngton, D.C. 20005

Ber| Bernhard

Verner, Liipfert, Bernhard,
McPher son and Hand

901 15th Street, N W

Suite 700

Washi ngton, D.C. 20005

Steven A Alterman
Meyers & Alterman

1220 19th Street, N W
Washi ngton, D.C. 20036

Aaron A. Coerlich

Boros & Garofal o, P.C.

1201 Connecticut Ave., N W
Suite 700

Washington, D.C. 20036

Roger W _ Fones

Chief, Transportation,
Energy & Agriculture
Section

Antitrust Division

Department of Justice

555 Fourth Street, NW

Room 9104

Washington, D.C. 20001



